ANNUAL REPORT 


SUMMARY OF OPERATIONS 


2018 2017 Change 
(Dollars in millions, Revenues $552.2 $425.6 30% 
except per share data) —_ Revenues, as adjusted! $466.1 $356.9 31% 
Operating Expenses $439.1 $367.6 19% 
Operating Expenses, as adjusted! $306.0 $246.5 24% 
Operating Income $113.1 $58.0 95% 
Operating Income, as adjusted! $160.1 $110.4 45% 
Net Income attributable to common 
stockholders $67.2 $28.7 134% 
Net Income attributable to common 
stockholders, as adjusted! $103.3 $63.4 63% 
Operating Margin 21% 14% 
Operating Margin, as adjusted! 34% 31% 
Per Share Data 
Earnings per Share — Diluted $8.86 $3.96 124% 
Earnings per Share — Diluted, as adjusted! $12.11 $7.78 56% 
Weighted Average Shares Outstanding— 
Diluted (in thousands) 8,527 7,247 18% 
Weighted Average Shares Outstanding— 
Diluted, as adjusted (in thousands)! 8,527 8,144 5% 
Assets Under Management 
(in millions) Ending Assets Under Management $92,029.8 $90,963.2 1% 
By Product By Asset Class 
(12/31/2018) (12/31/2018) 
@ Open-End Mutual Funds? $37,710.0 @ Equity $53,297.1 
@ Closed-End Mutual Funds 5,956.0 @ Fixed Income 3,425.2 
@ Exchange-Traded Funds 667.6 @ Alternatives! 3,695.0 
@ Retail Separate Accounts —14,998.4 © Liquidity’ 1,612.5 
© Institutional Accounts 27,445.0 TOTAL $92,029.8 
@ Structured Products 3,640.3 
@ Liquidity’ 1,612.5 
TOTAL $92,029.8 


1 Certain supplemental performance measures are provided in addition to, but not as a substitute for, performance measures determined in accordance with GAAP. These supplemental measures may not be 
comparable to non-GAAP performance measures of other companies. “Operating Income, as adjusted,” “Operating Margin, as adjusted,” and “Net Income attributable to common stockholders, as adjusted” 
are supplemental non-GAAP measures that net the distribution and administration expenses against the related revenue and remove certain non-cash and other identified amounts. For our definition of 
these terms, as well as a reconciliation to GAAP measures, see “Non-GAAP Information and Reconciliations” in the Supplemental Financial Information, included as an attachment to this annual report after 
the Form 10-K. 

2 Represents assets under management of U.S. 1940 Act mutual funds and Undertakings for Collective Investments in Transferable Securities (“UCITS”). 

3 Represents assets under management in ultra-short fixed income strategies, including open-end funds and institutional accounts. 

* Consists of real estate securities, master-limited partnerships, options strategies and other. 


This report may contain forward-looking statements within the meaning of the Private Securities Litigation Reform Act of 1995 which, by their nature, are subject to significant risks and uncertainties. 
Virtus Investment Partners, Inc. intends for these forward-looking statements to be covered by the safe harbor provisions of the federal securities laws relating to forward-looking statements. For a further 
discussion, see “Forward-Looking Statements” on page 18 of the attached Form 10-K. 


MESSAGE TO SHAREHOLDERS 


TO OUR FELLOW SHAREHOLDERS, 


We are pleased to share our results and accomplishments 
for 2018, a year in which the company achieved strong 


IVESTMENT PARTNE 


financial and operating results, further diversified our 
business, and increased the amount of capital returned 
to our shareholders. 


We had substantial increases in revenues and earnings 
including: 


— A 31% increase in revenues, as adjusted, to 
$466.1 million;! 


— A 45% increase in operating income, as adjusted, to 
$160.1 million with a related margin of 34%; and 


— A 63% increase in net income attributable to common 
shareholders, as adjusted, to $103.3 million or 
$12.11 per diluted common share. 


As a result of our focus on executing on our strategic 
priorities, we also enhanced product and distribution 
capabilities; completed our majority investment in a 


Mark C. Treanor new affiliate, Sustainable Growth Advisers (SGA), which 
Chairman expanded our institutional and international client base; 
Board of Directors continued to realize the financial and operational benefits 

of recent acquisitions; and leveraged our capital structure 
George R. Aylward to best position the firm for continued growth. 


Biee Seu ne Were recHevcreiilect We achieved these results despite a challenging 


environment for active managers and a volatile market 
in the fourth quarter. 


'The referenced non-GAAP measures are described and reconciled to GAAP reported amounts in the Supplemental Financial Information that is included as an attachment to this annual report 
after the Form 10-K. 


MESSAGE TO SHAREHOLDERS 


ASSETS UNDER MANAGEMENT AND SALES 


We ended the year with $92.0 billion in total assets 
under management, including $37.7 billion in open-end 
funds, $27.4 billion in institutional accounts, and $15.0 
billion in retail separate accounts. 


Total sales grew by 48% to $22.8 billion as a result of 
substantial year-over-year increases in several product 
lines, particularly a 52% increase in mutual funds to 
$14.8 billion and a 146% increase in institutional 
account sales to $4.1 billion. 


The volatile market in the fourth quarter affected our 
positive net flow trend of the first three quarters, and 
we ended the year with net flows of ($3.7) billion. 


Stock Comparison 
January 2, 2009 open to December 31, 2018 close 


“In 2018, we achieved strong 
financial and operating results, 
further diversified our business, 
and increased capital return to 


shareholders.” 


2340% 
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2The list of companies in the Peer Group Composite is included as an attachment to this annual report after the Form 10-K. 


MESSAGE TO SHAREHOLDERS 


INVESTMENT CAPABILITIES 
AND PERFORMANCE 


Our business is built on partnering with financial advisors 
and consultants to offer highly differentiated investment 
strategies to institutional and individual clients who value 
active portfolio management as a crucial element in a 
well-designed investment plan. 


As part of our strategic priority to offer attractive 
investment strategies, we expanded investment 
capabilities with the introduction of new mutual 
funds, retail separate accounts, and an additional 
ETF, as well as the seeding of investment strategies to 
generate performance track records for future product 
introductions. 


Our managers delivered strong relative performance 
across asset classes and styles, including: 


— 80% of rated mutual fund assets, including each of 
our five largest mutual funds, were in 5- or 4-star 
rated funds;? 


— 76% of assets in institutional strategies beat their 
benchmarks on a three-year basis; and 


— 79% of retail separate account assets were above their 
benchmarks on a three-year basis. 


CAPITAL MANAGEMENT 


A balanced approach to capital management allows us 
to maintain a flexible capital structure that can best 
position the firm for continued growth and long-term 
shareholder value. During the year, we: 


— Increased total capital returned to shareholders by 
71% to $56.4 million, representing 55% of 2018 net 
income, as adjusted. This included a 22% increase in 
our quarterly common dividend; 


— Refinanced and increased our term loan in order to 
fund our investment in SGA, lowering overall financing 
costs and increasing financial flexibility, and repaid 
$23.8 million of debt; and 


— Managed our seed and investment capital to efficiently 
redeploy capital and introduced 12 new investment 
strategies from five affiliated managers. 


STRATEGIC PRIORITIES 


— Maintain a set of attractive investment 
strategies to meet current and future 
investor demand 


— Increase market share in existing 
channels and capitalize on opportunities 
in new channels 


— Provide shared business support services 
that maximize the effectiveness and 
leveragability of the business 


— Attract and retain the talent necessary to 
effectively execute business objectives 


— Manage resources for profitability, 
growth, risk mitigation, and creation of 
long-term shareholder value 


3All performance as of December 31, 2018. Additional information about fund performance is included as an attachment to this annual report after the Form 10-K. 


MESSAGE TO SHAREHOLDERS 


POSITIONING FOR THE FUTURE 


We have significantly transformed the company over 

the past two years with the acquisition of RidgeWorth 
Investments in 2017 and the investment in SGA in 2018. 
The benefits of those transactions, combined with our 
existing investment strategies, extensive distribution 
relationships, and distinctive business model are the 
foundation for our next chapter of growth. 


We have the strategy, resources — and an unwavering 
commitment to our clients — to further grow our business. 


We began 2019 by celebrating our tenth anniversary 

as an independent public company. As we look at our 
success we are appreciative of the support of our business 
partners, clients, and shareholders over these past 

10 years. 


On behalf of the entire Virtus team — staff, management, 
and your board of directors — we thank you for your 
continued investment in our company. 


Sincerely, 
sat ia 
George R. Aylward 
President and Chief Executive Officer 


Mark C. Treanor 
Chairman 


“We have the strategy, 
resources — and an unwavering 
commitment to our clients — 


to further grow our business.” 
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(Address of principal executive offices) 
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Securities registered pursuant to Section 12(b) of the Act: 


Title of each class Name of each exchange on which registered 
Common Stock, $.01 par value The NASDAQ Stock Market LLC 


(including attached Preferred Share Purchase Rights) 
Securities registered pursuant to Section 12(g) of the Act: 


None 
(Title of class) 
Indicate by check mark if the registrant is a well-known seasoned issuer, as defined in Rule 405 of the Securities Act. Yes [X| No 
Indicate by check mark if the registrant is not required to file reports pursuant to Section 13 or Section 15(d) of the Act. Yes [|X] No 


Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the Securities Exchange 
Act of 1934 during the preceding 12 months (or for such shorter period that the registrant was required to file such reports), and (2) has been 
subject to such filing requirements for the past 90 days. [xX] Yes No 

Indicate by check mark whether the registrant has submitted electronically every Interactive Data File required to be submitted pursuant to 
Rule 405 of Regulation S-T (§232.405 of this chapter) during the preceding 12 months (or for such shorter period that the registrant was required to 
submit such files). [xX] Yes No 

Indicate by check mark if disclosure of delinquent filers pursuant to Item 405 of Regulation S-K (§229.405 of this chapter) is not contained 
herein, and will not be contained, to the best of registrant’s knowledge, in definitive proxy or information statements incorporated by reference in 
Part III of this Form 10-K or any amendment to this Form 10-K.  [X 

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer, a smaller reporting 
company, or an emerging growth company. See definitions of “large accelerated filer,” “accelerated filer,” “smaller reporting company” and 
“emerging growth company” in Rule 12b-2 of the Exchange Act. 


Large accelerated filer |X Accelerated filer 
Non-accelerated filer Smaller reporting company 
Emerging growth company 


If an emerging growth company, indicate by check mark if the registrant has elected not to use the extended transition period for complying 
with any new or revised financial accounting standards provided pursuant to Section 13(a) of the Exchange Act. 

Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Act). Yes [|X] No 

The aggregate market value of the registrant’s voting and non-voting common equity held by non-affiliates computed by reference to the price 
at which the common equity was last sold (based on the closing share price as quoted on the NASDAQ Global Market) as of the last business day 
of the registrant’s most recently completed second fiscal quarter was approximately $865,000,000. For purposes of this calculation, shares of 
common stock held or controlled by executive officers and directors of the registrant have been treated as shares held by affiliates. 

There were 7,011,182 shares of the registrant’s common stock outstanding on February 11, 2019. 


DOCUMENTS INCORPORATED BY REFERENCE 


Portions of the registrant’s Proxy Statement which will be filed with the SEC in connection with the 2019 Annual Meeting of Shareholders are 
incorporated by reference into Part III of this Form 10-K. 
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“We,” “us,” “our,” the “Company” and “Virtus,” as used in this Annual Report on Form 10-K (“Annual 
Report’’), refer to Virtus Investment Partners, Inc., a Delaware corporation, and its subsidiaries. 


PARTI 


Item 1. Business. 
Organization 


Virtus Investment Partners, Inc. (the “Company”’), a Delaware corporation, commenced operations on 
November 1, 1995 through a reverse merger of the investment management subsidiary of Phoenix Life Insurance 
Company (“Phoenix”) with Duff & Phelps Corporation. The Company was a majority-owned subsidiary of 
Phoenix from 1995 to 2001 and a wholly owned subsidiary from 2001 until 2008. On December 31, 2008, the 
Company became an independent publicly traded company as a result of Phoenix’s distribution of 100% of 
Virtus common stock to Phoenix stockholders in a spin-off transaction. 


Our Business 


We provide investment management and related services to individuals and institutions. We use a multi- 
manager, multi-style approach, offering investment strategies from affiliated managers, each having its own 
distinct investment style, autonomous investment process and individual brand. By offering a broad array of 
products, we believe we can appeal to a greater number of investors and have offerings across market cycles and 
through changes in investor preferences. Our earnings are primarily driven by asset-based fees charged for 
services relating to these products including investment management, fund administration, distribution and 
shareholder services. 


We offer investment strategies for individual and institutional investors in different product structures and 
through multiple distribution channels. Our investment strategies are available in a diverse range of styles and 
disciplines, managed by a collection of differentiated investment managers. We have offerings in various asset 
classes (domestic and international equity, fixed income and alternative), market capitalizations (large, mid and 
small), styles (growth, core and value) and investment approaches (fundamental, quantitative and thematic). Our 
retail products include U.S. 1940 Act mutual funds, Undertaking for Collective Investment in Transferable 
Securities (““UCITS” or “offshore funds” and collectively with U.S. 1940 Act mutual funds, “open-end funds”) 
exchange traded funds (“ETFs”), closed-end funds (collectively, “funds”’) and retail separate accounts. Our 
institutional products include a variety of equity and fixed income strategies for corporations, multi-employer 
retirement funds, public employee retirement systems, foundations and endowments. We also provide 
subadvisory services to other investment advisors. 


Our Investment Managers 


We provide investment management services through our investment managers who are registered under the 
Investment Advisers Act of 1940, as amended (the “Investment Advisers Act’). The investment managers are 
responsible for portfolio management activities for our retail and institutional products operating under advisory 
or subadvisory agreements. We provide our affiliated managers with distribution, operational and administrative 
support, thereby allowing each manager to focus primarily on investment management. We also engage select 
unaffiliated managers for certain of our open-end funds and ETFs. We monitor our managers’ services by 
assessing their performance, style and consistency and the discipline with which they apply their investment 
process. 


Our affiliated investment managers and their respective assets under management, styles and strategies are 


as follows: 


Manager 


Ceredex Value Advisors 


Duff & Phelps Investment 
Management 


Kayne Anderson Rudnick 
Investment Management 


Newfleet Asset Management 


Rampart Investment Management 
Company 


Seix Investment Advisors 


Silvant Capital Management 


Sustainable Growth Advisers 


Clients 


Open-end funds, institutional 
investors 


Closed- and open-end funds and 
institutional investors 


Closed- and open-end funds, 
institutional investors, 
financial intermediaries and 
high-net-worth individuals 


Closed-and open-end funds, 
institutional investors, 
financial intermediaries and 
high-net-worth clients 


Closed- and open-end funds, 
institutional investors and 
financial intermediaries 


Open-end funds and 
institutional investors 


Open-end funds and 
institutional investors 


Institutional investors and 
high-net-worth clients 


Investment Management Services Assets 
(in billions) 
Value-oriented strategies; 

large-, mid-, and small-cap 

equities $8.0 
Equity income strategies; global 

listed infrastructure, U.S. and 

global real estate, energy, and 


international equities $9.0 


Quality-oriented equity 
strategies; small to large cap 
and in global, international 


and emerging strategies $22.8 


Fixed income strategies; 
multi-sector, enhanced core 
strategies and dedicated 
sector strategies such as bank 


loans and high yield $10.2 


Quantitative and option related 


strategies $1.0 


High yield, leveraged loans, 
investment grade taxable and 
tax-exempt and multi-sector 


strategies $21.3 


Growth equity strategies, 
including large- cap and 


small-cap $0.7 


Large-cap growth strategies, 
including U.S., global, 
international and emerging 


markets $10.6 


As of December 31, 2018, $8.2 billion in assets under management were managed by unaffiliated managers. 


Our Investment Products 


Our assets under management are in open-end funds, closed-end funds, ETFs, retail separate accounts 
(intermediary sponsored and private client), institutional accounts and structured products. 


Assets Under Management by Product as of December 31, 2018 


($ in billions) 
Fund assets 
Openizend FUNGS: © 5:2. sees seacesn arto tan itente vesecaemrerdterannnlded Aung w Reema $37.7 
Closed-end funds i. s.:ccateideuchsiepddiecivdeudtd esancbebhered 6.0 
Exchange traded funds: :40.42s¢vexcsudeess foasRbseeelee yeReke dinates 0.7 
Retail separate accounts. ... 6.504 ses eee ee eee ashes odes eee eens ee 15.0 
Institutional accounts: oi. 5.0204 eceipseetbe Sense die sa devon wkG was 27.4 
Structured Products: 4. d40e ods eSig reese dee Ghee ude ds tbe Shohhg 3.6 
Total Long-Term): .i:a0c2.0604ceeeee isavele cenit. seen day 90.4 
Bruin ity) ns hens he hace irs aca sons a tace-adsy shandigess wedetagstne tena arene aelc eee Susharde des 1.6 
Total Assets Under Management ...................0000000 $92.0 


(1) Represents assets under management in liquidity strategies, including certain open-end funds and 
institutional accounts 


Open-End Funds 


Our open-end mutual funds are offered in a variety of asset classes (domestic and international equity, 
taxable and non-taxable fixed income, and alternative investments), market capitalizations (large, mid and small), 
styles (growth, core and value) and investment approaches (fundamental, quantitative and thematic). Our Ireland 
domiciled UCITS are offered in select investment strategies to non-U.S. investors. 


Summary information about our open-end funds as of December 31, 2018 is as follows: 


Number of Funds Advisory Fee 
Asset Class Offered Total Assets Range (1) 
($ in millions) (%) 
Fixed Income: s.3.6.h6 sa. ech ars Sa ads dua ana giap hd a enandee a Guth een Gude a 27 $14,921.5 1.85-0.21 
US EQUILY 2.5 20Sceeeet tat sae iaaie wee eee ee esa eects 22 12,451.9 2.15-0.40 
International/Global Equity ............ 0.0.0... c ee eee eee 9 8,645.6 1.20-0.65 
AMeMatives: 2.26%. 4 axdewinte toe atbte deed date hactoesees 9 969.2 1.30-0.55 
Asset AllOCatonirs::.iis gc c85-ac sine dics auh on etna edphedebuans, dee a. Ride B oe liretes 5 721.8 1.00-0.45 
Total Open-End Funds .....................0 eee eee ee 72 $37,710.0 


(1) Percentage of average daily net assets of each fund. The percentages listed represent the range of 
management advisory fees paid by the funds, from the highest to the lowest. The range indicated includes 
the impact of breakpoints at which management advisory fees for certain of the funds in each fund type 
decrease as assets in the funds increase. Subadvisory fees paid on funds managed by unaffiliated 
subadvisers are not reflected in the percentages listed. 


Closed-End Funds 


Our closed-end funds are offered in a variety of asset classes and various strategies such as, infrastructure, 
energy and global multi-sector. We managed the following closed-end funds as of December 31, 2018, each of 
which is traded on the New York Stock Exchange: 


Advisory 
Fund Type/Name Total Assets Fee 
($ in millions) % 
Asset Allocation 
DNP Select Income Fund ................... $3,600.9 0.60-0.50(1) 
Virtus Global Dividend & Income Fund Inc. .... 325.0 0.70(2) 
Virtus Total Return Fund Inc. ................ 289.1 0.85(2) 
Equity 
Duff & Phelps Global Utility Income Fund ..... 800.7 1.00(1) 
Alternatives 
Duff & Phelps Select MLP and Midstream 
Energy Fund 22.24 4640 00s4. teen aces. 190.1 1.00(2) 
Fixed Income 
Duff & Phelps Utility and Corporate Bond 
MUST ge sak keene fet faces cet aha tee Peater in eencidey searaesen = 355.3 0.50(1) 
Virtus Global Multi-Sector Income Fund ....... 201.9 0.95(2) 
DTF Tax-Free Income Inc. .................. 193.0 0.50(1) 


Total Closed-End Funds ................... $5,956.0 


(1) Percentage of average weekly net assets. A range indicates that the fund has breakpoints at which 
management advisory fees decrease as assets in the fund increase. 
(2) Percentage of average daily net assets of each fund. 


Exchange Traded Funds 


We offer ETFs in a range of actively managed and index-based investment capabilities across multiple asset 
classes, subadvised by affiliated managers and select unaffiliated investment subadvisers. The ETFs are available 
through Virtus ETF Advisers, a multi-manager ETF sponsor and affiliate of Virtus. We managed the following 
ETFs at December 31, 2018: 


Advisory 
Fund Name Total Assets Fee (1) 
($ in millions) % 
InfraCap MLPETF ............ 00 eee eee eee eee $405.9 0.075 
Virtus Newfleet Multi-Sector Bond ETF ............. 77.2 0.700 
Virtus Newfleet Dynamic Credit ETF ............... 60.5 0.550 
Virtus LifeSci Biotech Clinical Trials ETF ........... 26.9 0.450 
Virtus LifeSci Biotech Products ETF ............... 24.5 0.450 
InfraCap REIT Preferred ETF ..................... 21.1 0.075 
Reaves Utiltiés ETRY os). pcc0. ane eae op eeliag eens 13.4 0.075 
Virtus Glovista Emerging Markets ETF ............. 12.5 0.260 
Virtus Cumberland Municipal Bond ETF ............ 11,2 0.245 
Virtus InfraCap U.S. Preferred Stock ETF ........... 9.9 0.140 
Virtus WMC Global Factor Opportunities ETF........ 4.5 0.280 


Total ETRS.. .25c56 doses ooh sien iw hPa trode $b baw dacs $667.6 


(1) Percentage of average daily net assets of each fund. Subadvisory fees paid on funds managed by unaffiliated 
subadvisers are not reflected in the percentages listed. 
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Retail Separate Accounts 
Intermediary-Sold Managed Accounts 


Intermediary-sold managed accounts are individual investment accounts that are primarily contracted 
through intermediaries as part of investment programs offered to retail investors. Summary information about our 
intermediary-sold managed accounts as of December 31, 2018 is as follows: 


Asset Class Total Assets 
($ in millions) 
QUILY: ii d-d-0y 0 ood btsheiadee inept ieiad die wenn’ $ 9,474.8 
Fixed income 2... eed eseane renee eae eesaaeeenawens 1,745.8 
AMernative® Jog aticcs Scheie yet he eas des odie ch eae 54.3 
Total Intermediary-Sold Managed Accounts ..... $11,274.9 


Private Client Accounts 


Private client accounts are investment accounts offered by our affiliate, Kayne Anderson Rudnick 
(“Kayne’’), directly to individual investors. Kayne has advisors who provide investment advisory services 
employing both affiliated and unaffiliated investment managers. Summary information about our private client 
accounts as of December 31, 2018 is as follows: 


Asset Class Total Assets 
($ in millions) 
EQUILY » ¢Sccae bol 8dtaayenedadiees dae cetete elas $2,252.0 
FIxeG: 1WCOMe. secede see esa ewctane ere aie ara ck pared weed aes 1,400.9 
Altemativé..:253.0.4 500545) e440 30en0N8 Stew bed 69.2 
Asset Allocation: 635 c2c003 6 2204 sea ence bon ae et BAe ae 1.4 
Total Private Client Accounts ................. $3,723.5 


Institutional Accounts 


Our institutional clients include corporations, multi-employer retirement funds, public employee retirement 
systems, foundations and endowments as well as subadvisory services to unaffiliated mutual funds. Summary 
information about our institutional accounts is as follows: 


Asset Class Total Assets 
($ in millions) 
| 200 011 a eee ee $16,507.8 
FixedsincGome: 328300 shew tacene tow weds wid odie 9,875.5 
Alternatives .. 0.0.0... ccc eee eens 1,061.7 
Total Institutional Accounts .................. $27,445.0 
Structured Products 


We act as collateral manager for structured finance products that primarily consist of collateralized loan 
obligations (““CLOs”). As of December 31, 2018, we managed $3.6 billion in structured finance products. 


Our Investment Management, Administration and Shareholder Services 


Our investment management, administration and shareholder service fees earned in each of the last three 
years were as follows: 


Years Ended December 31, 
2018 2017 2016 

($ in thousands) 
Open-end funds ........ 0.0... ccc cette tenes $231,175 $175,260 $129,542 
Closéed=énd fund§) ccc eetenee cb kde ot be ated ae dae de 41,455 44,687 43,342 
Retail separate accounts ..... 0... 0. eect eee 73,532 54,252 40,155 
Institutional aCCOUNts® s.cc.2 bc. ewda ob ae Pa ede ce scetee een weateoedeas T7711 46,600 18,707 
Structured products 2.2.0.0... eee eee eee eee 9,622 6,302 2,211 
Other:products:()). 0i4i ceed eG daa hd Saket eae ea e's 3,526 3,974 1,273 
Total investment management fees...................... 437,021 331,075 235,230 
Administration TE€s. ocd heeded ae w eed Saba wena 44,503 34,413 26,997 
Shareholder service fees .... 0.0... 0.000 eee eee ees 19,111 14,583 11,264 

MOCAL spec citreus Ged S68 et dS Me ind a avant bated: $500,635 $380,071 $273,491 


(1) Includes ETFs and Liquidity strategies 


Investment Management Fees 


We provide investment management services pursuant to investment management agreements through our 
affiliated investment advisers (each an “Adviser”). With respect to our funds, the Adviser provides overall 
investment management services, pursuant to agreements with the funds that must be approved annually by the 
fund’s board of directors and that may be terminated without penalty, or automatically in certain situations, such 
as a “change in control” of the Adviser. We earn fees based on each fund’s average daily or weekly net assets 
with most fee schedules providing for rate declines or “breakpoints” as asset levels increase to certain thresholds. 
For funds managed by subadvisers, the agreement provides that the subadviser manage the day-to-day investment 
management of the fund’s portfolio and receive a management fee from the Adviser based on the percentage of 
average daily net assets in the funds they subadvise or a percentage of the Adviser’s management fee. Each fund 
bears all expenses associated with its operations. In some cases, to the extent total fund expenses exceed a 
specified percentage of a fund’s average net assets, the Adviser has agreed to reimburse the funds for such excess 
expenses. For certain of our exchange traded funds managed by unaffiliated subadvisers, the subadviser has 
agreed to pay the fund’s operating expenses in excess of the specified percentage of fund average assets. 


For retail separate accounts and institutional accounts, fees are negotiated and based primarily on asset size, 
portfolio complexity and individual client requests. Fees for structured finance products, for which we act as the 
collateral manager, consist of senior, subordinated and, in certain instances, incentive management fees. Senior 
and subordinated management fees are calculated at a contractual fee rate applied against the end of the 
preceding quarter par value of the total collateral being managed with subordinated fees being recognized only 
after certain portfolio criteria are met. Incentive fees on certain of our CLOs are typically a percentage of the 
excess cash flows available to holders of the subordinated notes, above a threshold level internal rate of return. 


Administration Fees 


We provide various administrative fund services to our open-end funds and certain of our closed-end funds. 
We earn fees based on each fund’s average daily or weekly net assets. These services include: record keeping, 
preparing and filing documents required to comply with securities laws, legal administration and compliance 
services, customer service, supervision of the activities of the funds’ service providers, tax services and treasury 
services as well as providing office space, equipment and personnel that may be necessary for managing and 
administering the business affairs of the funds. 


Shareholder Service Fees 


We provide shareholder services to our open-end mutual funds. We earn fees based on each fund’s average 
daily net assets. Shareholder services include maintaining shareholder accounts, processing shareholder 
transactions, preparing filings and performing necessary reporting, among other things. We engage third-party 
service providers to perform certain aspects of the shareholder services. 


Our Distribution Services 


We distribute our open-end funds and ETFs through financial intermediaries. We have broad access in the 
retail market, with distribution partners that include national and regional broker-dealers and independent 
financial advisory firms. Our sales efforts are supported by regional sales professionals, a national account 
relationship group, and a separate team for retirement and insurance products. 


Our retail separate accounts are distributed through financial intermediaries and directly by teams at our 
affiliated managers. Our institutional services are marketed through relationships with consultants as well as 
directly to clients. We target key market segments, including foundations and endowments, corporate, public and 
private pension plans, and provide subadvisory services to other investment advisors. 


Our Broker-Dealer Services 


We operate two broker-dealers that are registered under the Securities Exchange Act of 1934, as amended 
(the “Exchange Act’), and are members of the Financial Industry Regulatory Authority (“FINRA”). They serve 
as principal underwriters and distributors of our open-end mutual funds and ETFs. Our broker-dealers are subject 
to the Securities and Exchange Commission’s (“SEC”) net capital rule designed to enforce minimum standards 
regarding the general financial condition and liquidity of broker-dealers. 


Open-end mutual fund shares and UCITS fund shares are distributed by VP Distributors, LLC (“VPD”) 
under sales agreements with unaffiliated financial intermediaries. VPD also markets advisory services to 
sponsors of retail separate accounts. ETF Distributors, LLC (“ETFD”) serves as the principal underwriter and 
distributor of our ETFs. 


Our Competition 


We face significant competition from a wide variety of financial institutions, including other investment 
management companies, as well as from proprietary products offered by our distribution partners such as banks, 
broker-dealers and financial planning firms. Competition in our businesses is based on several factors including 
investment performance, fees charged, access to distribution channels and service to financial advisers and their 
clients. Our competitors, many of which are larger than us, often offer similar products and use similar 
distribution sources and may also offer less expensive products, have greater access to key distribution channels, 
and have greater resources than we do. 


Our Regulatory Matters 


We are subject to regulation by the SEC, FINRA and other federal and state agencies and self-regulatory 
organizations. Each affiliated manager and unaffiliated subadviser is registered with the SEC under the 
Investment Advisers Act. Each open-end mutual fund, closed-end fund and ETF is registered with the SEC under 
the Investment Company Act of 1940 (the “Investment Company Act”). Our UCITs are subject to regulation by 
the Central Bank of Ireland (“CBI”), and the funds and each investment manager and sub-investment manager to 
the UCITs are registered with the CBI. 


The financial services industry is highly regulated, and failure to comply with related laws and regulations 
can result in the revocation of registrations, the imposition of censures or fines, and the suspension or expulsion 
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of a firm and/or its employees from the industry. All of our U.S.-domiciled open-end mutual funds are currently 
available-for-sale and are qualified in all 50 states, Washington, D.C., Puerto Rico, Guam and the U.S. Virgin 
Islands. Our UCITS are sold through financial intermediaries to investors who are not citizens of or residents of 
the United States. Most aspects of our investment management business, including the business of the 
unaffiliated subadvisers, are subject to various U.S. federal and state laws and regulations. 


Our officers, directors and employees may, from time to time, own securities that are also held by one or 
more of our funds. Our internal policies with respect to personal investments are established pursuant to the 
provisions of the Investment Company Act and/or the Investment Advisers Act. Employees, officers and 
directors who, in the function of their responsibilities to us, meet the requirements of the Investment Company 
Act, Investment Advisers Act and/or FINRA regulations must disclose personal securities holdings and trading 
activity. Employees, officers and directors with investment discretion or access to investment decisions are 
subject to additional restrictions with respect to the pre-clearance of the purchase or sale of securities over which 
they have investment discretion or beneficial interest. Other restrictions are imposed upon supervised persons 
with respect to personal transactions in securities that are held, recently sold, or contemplated for purchase by our 
mutual funds. All supervised persons are required to report holdings and transactions on an annual and quarterly 
basis pursuant to the provisions of the Investment Company Act and Investment Advisers Act. In addition, 
certain transactions are restricted so as to avoid the possibility of improper use of information relating to the 
management of client accounts. 


Our Employees 


As of December 31, 2018, we had 577 full-time equivalent employees. None of our employees are 
represented by a union. 


Available Information 


Our annual reports on Form 10-K, quarterly reports on Form 10-Q, current reports on Form 8-K, and all 
amendments to these reports filed or furnished pursuant to Section 13(a) or 15(d) of the Exchange Act, as well as 
proxy statements, are available free of charge on our website located at www.virtus.com as soon as reasonably 
practicable after they are filed with or furnished to the SEC. Reports, proxy statements and other information 
regarding issuers that file electronically with the SEC, including our filings, are also available to the public on the 
SEC’s website at http://www.sec.gov. 


A copy of our Corporate Governance Principles, our Code of Conduct and the charters of our Audit 
Committee, Compensation Committee, Governance Committee and Risk and Finance Committee are posted on 
our website at http://ir.virtus.com, under “Corporate Governance” and are available in print to any person who 
requests copies by contacting Investor Relations by email to: investor.relations @ virtus.com or by mail to Virtus 
Investment Partners, Inc., c/o Investor Relations, One Financial Plaza, Hartford, CT 06103. Information 
contained on the website is not incorporated by reference or otherwise considered part of this document. 


Item 1A. Risk Factors. 


This section describes some of the potential risks relating to our business, such as market, liquidity, 
operational, reputation and regulatory risks. The risks described below are some of the more important factors 
that could affect our business. You should carefully consider the risks described below, together with all of the 
other information included in this Annual Report on Form 10-K, in evaluating the Company and our common 
stock. If any of the risks described below actually occur, our business, revenues, profitability, results of 
operations, financial condition, cash flows, reputation and stock price could be materially adversely affected. 


Risks Relating to Our Business 


We earn substantially all of our revenues based on assets under management, which fluctuate based on 
many factors, and any reduction in assets under management would reduce our revenues and profitability. 
Assets under management fluctuate based on many factors including market conditions, investment 
performance and client withdrawals. 


The majority of our revenues are generated from asset-based fees from investment management products 
and services to individuals and institutions. Therefore, if assets under management decline, our fee revenues 
would decline, reducing profitability as a portion of our expenses are fixed. Assets under management could 
decline, due to a variety of factors, including, but not limited to, the following: 


¢ General domestic and global economic and political conditions can influence assets under 
management. Changes in interest rates, the availability and cost of credit, inflation rates, economic 
uncertainty, changes in laws, trade barriers, commodity prices, currency exchange rates and controls 
and national and international political circumstances (including wars, terrorist acts and security 
operations) and other conditions may impact the equity and credit markets which may influence our 
assets under management. Capital and credit markets can experience substantial volatility. 
Employment rates, continued economic weakness and budgetary challenges in parts of the world, the 
prospective impact of the United Kingdom’s withdrawal from the European Union, uncertainty 
regarding international trade policies, regional turmoil in the Middle East, concern over growth 
prospects in China and emerging markets, growing debt loads for certain countries, and uncertainty 
about the consequences of governments withdrawing monetary stimulus all indicate that economic and 
political conditions remain unpredictable. If the security markets decline or experience volatility, our 
assets under management and our revenues could be negatively impacted. Changes in currency 
exchange rates such as an increase in the value of the U.S. dollar relative to non-U.S. currencies could 
result in a decrease in the U.S. dollar value of assets under management that are denominated in non- 
U.S. currencies. In addition, diminishing investor confidence in the markets and/or adverse market 
conditions could result in a decrease in investor risk tolerance. Such a decrease could prompt investors 
to reduce their rate of investment or to fully withdraw from markets, which could lower our overall 
assets under management and have an adverse effect on our revenues, earnings and growth prospects. 


The volatility in the markets in the recent past has highlighted the interconnection of the global markets 
and demonstrated how the deteriorating financial condition of one institution may materially adversely 
impact the performance of other institutions. Our assets under management have exposure to many 
different industries and counterparties and may be exposed to credit, operational or other risk due to the 
default by a counterparty or client or in the event of a market failure or disruption. In the event of 
extreme circumstances, including economic, political or business crises, such as a widespread systemic 
failure in the global financial system or failures of firms that have significant obligations as 
counterparties, we may suffer significant declines in assets under management and severe liquidity or 
valuation issues. 


e The value of assets under management can decline due to price declines in specific securities, 
market segments or geographic areas where those assets are invested. Funds and portfolios that we 
manage, focused on certain geographic markets and industry sectors, are particularly vulnerable to 


political, social and economic events in those markets and sectors. If these markets or industries 
decline or experience volatility, this could have a negative impact on our assets under management and 
our revenues. For example, certain non-U.S. markets, particularly emerging markets, are not as 
developed or as efficient as the U.S. financial markets and, as a result, may be less liquid, less 
regulated and significantly more volatile than the U.S. financial markets. Liquidity in such markets 
may be adversely impacted by factors including political or economic events, government policies, 
expropriation, volume trading limits by foreign investors, and social or civil unrest. These factors may 
negatively impact the market value of an investment or our ability to dispose of it. 


e Any real or perceived negative absolute or relative performance could negatively impact the 
maintenance and growth of assets under management. Sales and redemptions of our investment 
strategies can be affected by investment performance relative to other competing investment strategies 
or to established benchmarks. Our investment management strategies are rated, ranked or assessed by 
independent third-parties, distribution partners, and industry periodicals and services. These 
assessments often influence the investment decisions of clients. If the performance or assessment of 
our investment strategies is seen as underperforming relative to peers, it could result in an increase in 
the withdrawal of assets by existing clients and the inability to attract additional investments from 
existing and new clients. In addition, certain of our investment strategies have capacity constraints, as 
there is a limit to the number of securities available for the strategy to operate effectively. In those 
instances, we may choose to limit access to new or existing investors. In addition, certain mutual funds 
employ the use of leverage as part of their investment strategies, which will increase or decrease assets 
under management, and the risk associated with the investment, as the proceeds from the use of 
leverage are invested in accordance with the funds’ investment strategies. 


¢ Changes in interest rates can have adverse effects on our assets under management. Increases in 
interest rates from their historically low levels may adversely affect the net asset values of our assets 
under management. Furthermore, increases in interest rates may result in reduced prices in equity 
markets. Conversely, decreases in interest rates could lead to outflows in fixed income assets that we 
manage as investors seek higher yields. Any of these effects could lower our assets under management 
and revenues and, if our revenues decline without a commensurate reduction in our expenses, would 
lead to a reduction in our net income. 


Any of these factors could cause our assets under management to decline and have an adverse impact on our 
results of operations and financial condition. Additionally we may be unable to effect appropriate expense 
reductions in a timely manner in response to these adverse impacts. 


Our investment advisory agreements are subject to withdrawal, renegotiation or termination on short notice 
which could negatively impact our business. 


Our clients include the boards of directors for our sponsored mutual funds, managed account program 
sponsors, private clients and institutional clients. Our investment management agreements with these clients may 
be terminated on short notice without penalty. As a result, there would be little impediment to these sponsors or 
clients terminating our agreements. Our clients may renegotiate their investment contracts or reduce the assets we 
manage for them due to a number of reasons including but not limited to investment performance, reputational, 
regulatory or compliance issues, loss of key investment management or other personnel or a change in 
management of third-party distributors or others with whom we have relationships. The directors of our 
sponsored funds may deem it to be in the best interests of a fund’s shareholders to make decisions adverse to us, 
such as reducing the compensation paid to us, requesting that we subsidize fund expenses over certain thresholds, 
or imposing restrictions on our management of the fund. Under the Investment Company Act, investment 
advisory agreements automatically terminate in the event of an assignment, which may occur if, among other 
events, the Company undergoes a change in control, such as any person acquiring 25% voting rights of our 
common stock. If an assignment were to occur, we cannot be certain that the fund’s board of directors and its 
stockholders would approve a new investment advisory agreement. In addition, investment advisory agreements 
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for the separate accounts we manage may not be assigned without the consent of the client. If an assignment 
occurs, we cannot be certain that the Company will be able to obtain the necessary fund approvals or the 
necessary consents from our clients. The withdrawal, renegotiation or termination of any investment 
management contract relating to a material portion of assets under management would have an adverse impact on 
our results of operations and financial condition. 


Any damage to our reputation could harm our business and lead to a reduction in our revenues and 
profitability. 


Maintaining a positive reputation with the investment community and other constituencies is critical to our 
success. Our reputation is vulnerable to many threats that can be difficult or impossible to control, and costly or 
impossible to remediate even if they are without merit or satisfactorily addressed. Our reputation may be 
impacted by many factors, including but not limited to: poor performance; litigation; conflicts of interests; 
regulatory inquiries, investigations or findings; operational failures (including cyber breaches); intentional or 
unintentional misrepresentation of our products or services; material weaknesses in our internal controls; or 
employee misconduct or rumors. Any damage to our reputation could impede our ability to attract and retain 
clients and key personnel, adversely impact relationships with third-party distributors and other business 
partners, and lead to a reduction in the amount of our assets under management, any of which could adversely 
affect our results of operations and financial condition. 


We manage client assets under agreements that have investment guidelines or other contractual 
requirements, and any failure to comply could result in claims, losses or regulatory sanctions, which could 
negatively impact our revenues and profitability. 


The agreements under which we manage client assets often have established investment guidelines or other 
contractual requirements with which we are required to comply in providing our investment management 
services. Although we maintain various compliance procedures and other controls to prevent, detect and correct 
such errors, any failure or allegation of a failure to comply with these guidelines or other requirement could 
result in client claims, reputational damage, withdrawal of assets, and potential regulatory sanctions, any of 
which could have an adverse impact on our results of operations and financial condition. 


Our indebtedness contains covenants that require annual principal repayments and other provisions that 
could adversely affect our financial position or results of operations 


We incur indebtedness for a variety of business reasons, including in relation to financing acquisitions. The 
indebtedness we incur can take many forms including but not limited to term loans or revolving lines of credit 
which customarily contain covenants. 


At December 31, 2018, the Company had $340.6 million of total debt outstanding, excluding debt of 
consolidated investment products, and $100.0 million in unused capacity on a credit facility. Under our Credit 
Agreement, we are required to use a portion of our cash flow to service interest and make required annual 
principal payments, which will restrict our cash flow available to pursue business growth opportunities. The 
Credit Agreement also contains covenants that limit our ability to return capital to shareholders. In addition, our 
indebtedness may make it more difficult for us to withstand or respond to adverse or changing business, 
regulatory and economic conditions. We cannot provide assurances that at all times in the future we will satisfy 
all such covenants or obtain any required waiver or amendment, in which event all indebtedness could become 
immediately due. Any or all of the above factors could materially adversely affect our financial position or 
results of operations. 


Our business relies on the ability to attract and retain key employees, and the loss of such employees could 
negatively affect our financial performance. 


The success of our business is dependent to a large extent on our ability to attract and retain key employees 
such as senior executives, portfolio managers, securities analysts and sales personnel. Competition in the job 
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market for these professionals is generally intense, and compensation levels in the industry are highly 
competitive. Our industry is also characterized by the movement of investment managers among different firms. 


If we are unable to continue to attract and retain key employees, or if compensation costs required to attract 
and retain key employees increase, our performance, including our competitive position, could be materially 
adversely affected. Additionally, we utilize Company equity awards as part of our compensation plans and as a 
means for recruiting and retaining key employees. Declines in our stock price could result in deterioration of the 
value of equity awards granted, thus lessening the effectiveness of using stock-based awards to retain key 
employees. 


In certain circumstances, the departure of key employees could cause higher redemption rates in certain 
strategies or the loss of certain client accounts. Any inability to retain key employees, attract qualified 
employees, or replace key employees in a timely manner, could lead to a reduction in the amount of our assets 
under management, which could have a material adverse effect on our revenues and profitability. In addition, 
there could be additional costs to replace, retain or attract new talent that could result in a decrease in our 
profitability and have an adverse impact on our results of operations and financial condition. 


The highly competitive nature of the asset management industry may require us to reduce our fees, or 
increase amounts paid to financial intermediaries, any of which could result in a reduction of our revenues 
and profitability. 


We face significant competition from a wide variety of financial institutions, including other investment 
management companies, as well as from proprietary products offered by our distribution partners such as banks, 
broker-dealers and financial planning firms. Competition in our businesses is based on several factors including 
investment performance, fees charged, access to distribution channels, and service to financial advisers. Our 
competitors, many of which are larger than we are, often offer similar products, use similar distribution sources, 
offer less expensive products, have greater access to key distribution channels, and have greater resources, 
geographic footprints and name recognition than we do. Additionally, certain products and asset classes which 
we do not currently offer, such as passive or index-based products, are becoming increasingly popular with 
investors. Existing clients may withdraw their assets in order to invest in these products, and we may be unable 
to attract additional investments from existing and new clients, which would lead to a decline in our assets under 
management and market share. 


Our profits are highly dependent on the fee levels for our products and services. In recent years, there has 
been a trend in certain segments of our markets toward lower fees and lower-fee products, such as passive 
products. Competition could cause us to reduce the fees that we charge for our products and services. In order to 
maintain appropriate fee levels in a competitive environment, we must be able to continue to provide clients with 
investment products and services that are viewed as appropriate in relation to the fees charged. If our clients, 
including our fund boards, were to view our fees as being high relative to the market or the returns provided by 
our investment products, we may choose or be required to reduce our fee levels or we may experience significant 
redemptions in our assets under management, which could have an adverse impact on our results of operations 
and financial condition. 


We are subject to an extensive and complex regulatory environment, and changes in regulations or failure 
to comply with regulations could adversely affect our revenues and profitability. 


The investment management industry in which we operate is subject to extensive and frequently changing 
regulation. We are regulated by the Securities and Exchange Commission (“SEC”) under the Exchange Act, the 
Investment Company Act and the Investment Advisers Act, and we are subject to regulation by the Commodities 
Futures Trading Commission under the Commodities Exchange Act. Our UCITS and advisers are subject to 
regulation by the CBI. We are also regulated by FINRA, the Department of Labor under the Employee 
Retirement Income Security Act of 1974, as amended (“ERISA”), as well as other federal and state laws and 
regulations. 
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The regulatory environment in which we operate changes often and has seen increased focus in recent years. 
For example, in fiscal 2018 the SEC indicated the rule regarding the use of derivatives by registered open- and 
closed-end funds will be re-proposed by September 2019. If the use of derivatives rule is substantially similar to 
the rule originally proposed in fiscal 2015, the rule could negatively impact the provision of investment services 
or limit opportunities for certain funds that we manage and increase our management and administration costs, 
with potential adverse effects on our revenues, expenses and results of operations. 


Although we spend extensive time and resources on compliance efforts designed to ensure compliance with 
all applicable laws and regulations, if we or our affiliates fail to properly modify and update our compliance 
procedures in a timely manner in this changing and highly complex regulatory environment, we may be subject 
to various legal proceedings, including civil litigation, governmental investigations and enforcement actions, that 
could result in fines, penalties, suspensions of individual employees, or limitations on particular business 
activities, any of which could have an adverse impact on our results of operations and financial condition. 


Changes in tax laws and unanticipated tax obligations could have an adverse impact on our financial 
condition, results of operations and cash flow. 


We are subject to federal and state income taxes in the United States. Tax authorities may disagree with 
certain positions we have taken or implement changes in tax policy, which may result in the assessment of 
additional taxes. We regularly assess the appropriateness of our tax positions and reporting. We cannot provide 
assurance, however, that we will accurately predict the outcomes of audits, and the actual outcomes of these 
audits could be unfavorable. In addition, our ability to use net operating loss carryforwards and other tax 
attributes available to us will be dependent on our ability to generate taxable income. 


We utilize unaffiliated firms in providing investment management services, and any matters that have an 
adverse impact on their business, or any change in our relationships with them, could lead to a reduction in 
assets under management, which would adversely affect our revenues and profitability. 


We utilize unaffiliated subadvisers as investment managers for certain of our retail products, and we have 
licensing arrangements with unaffiliated data providers. Because we typically have no ownership interests in 
these unaffiliated firms, we do not control the business activities of such firms. Problems stemming from the 
business activities of these unaffiliated firms may negatively impact or disrupt such firms’ operations or expose 
them to disciplinary action or reputational harm. Furthermore, any such matters at these unaffiliated firms may 
have an adverse impact on our business or reputation or expose us to regulatory scrutiny, including with respect 
to our oversight of such firms. 


We periodically negotiate provisions and renewals of these relationships, and we cannot provide assurance 
that such terms will remain acceptable to us or the unaffiliated firms. These relationships can also be terminated 
upon short notice without penalty. In addition, the departure of key employees at unaffiliated subadvisers or data 
providers could cause higher redemption rates for certain assets under management and/or the loss of certain 
client accounts. An interruption or termination of unaffiliated firm relationships could affect our ability to market 
our products and result in a reduction in assets under management, which could have an adverse impact on our 
results of operations and financial condition. 


We distribute our products through intermediaries, and changes in key distribution relationships could 
reduce our revenues, increase our costs and adversely affect our profitability. 


Our primary source of distribution for retail products is through intermediaries that include third-party 
financial institutions, such as: major wire houses; national, regional and independent broker-dealers and financial 
advisors; banks and financial planners; and registered investment advisors. Our success is highly dependent on 
access to these various distribution systems. These distributors are generally not contractually required to 
distribute our products and typically offer their clients various investment products and services, including 
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proprietary products and services, in addition to and in competition with our products and services. While we 
compensate these intermediaries for selling our products and services pursuant to contractual agreements, we 
may not be able to retain access to these channels at all or at similar pricing. Increasing competition for these 
distribution channels could cause our distribution costs to rise, which could have a material adverse effect on our 
business, revenues and profitability. To the extent that existing or future intermediaries prefer to do business with 
our competitors, the sales of our products as well as our market share, revenues and profitability could decline. 


We and our third-party service providers rely on numerous technology systems, and any temporary business 
interruption, security breach or system failures could negatively impact our business and profitability. 


Our technology systems, and those of third-party service providers, are critical to our operations. The ability 
to consistently and reliably obtain accurate securities pricing information, process client portfolio and fund 
shareholder transactions, and provide reports and other customer service to fund shareholders and clients in other 
accounts managed by us is an essential part of our business. Any delays or inaccuracies in obtaining pricing 
information, processing such transactions or such reports, other breaches and errors, and any inadequacies in 
other customer service could result in reimbursement obligations or other liabilities or alienate customers and 
potentially give rise to claims against us. Our customer service capability, as well as our ability to obtain prompt 
and accurate securities pricing information and to process transactions and reports, is highly dependent on third- 
party service providers’ information systems. Any failure or interruption of those systems, whether resulting 
from technology or infrastructure breakdowns, defects or external causes such as fire, natural disaster, computer 
viruses, acts of terrorism or power disruptions, could result in financial loss, negatively impact our reputation and 
negatively affect our ability to do business. Although we, and our third-party service providers, have disaster 
recovery plans in place, we may experience temporary interruptions if a natural or man-made disaster or 
prolonged power outage were to occur, which could have an adverse impact on our results of operations and 
financial condition. 


In addition, like other companies, our computer systems are regularly subject to, and expected to continue to 
be the target of, computer viruses or other malicious codes, unauthorized access, cyber-attacks or other 
computer-related penetrations. Over time, the sophistication of cyber threats continues to increase, and any 
controls we put in place and preventative actions we take to reduce the risk of cyber incidents and protect our 
information systems may be insufficient to detect or prevent unauthorized access, cyber-attacks or other security 
breaches to our computer systems or those of third parties with whom we do business. Breach of our technology 
systems, or of those of third parties with whom we do business through cyber-attacks, or failure to manage and 
secure our technology environment could result in interruptions or malfunctions in the operations of our business, 
loss of valuable information, liability for stolen assets or information, remediation costs to repair damage caused 
by a breach, additional costs to mitigate against future incidents, and litigation costs resulting from an incident. 


We and certain of our third-party vendors receive and store personal information as well as non-public 
business information. Although we and our third-party vendors take precautions, we may still be vulnerable to 
hacking or other unauthorized use. A breach of the systems or hardware could result in an unauthorized access to 
our proprietary business or client data or release of this type of data, which could subject us to legal liability or 
regulatory action under data protection and privacy laws, which may result in fines or penalties, the termination 
of existing client contracts, costly mitigation activities and harm to our reputation. This could have an adverse 
impact on our results of operations and financial condition. 


A relatively large percentage of our common stock is concentrated with a small number of shareholders, 
which could increase the volatility in our stock trading and affect our share price. 


A large percentage of our common stock is held by a limited number of shareholders. If our larger 
shareholders decide to liquidate their positions, it could cause significant fluctuation in the share price of our 
common stock. Public companies with a relatively concentrated level of institutional shareholders, such as we 
have, often have difficulty generating trading volume in their stock, which may increase the volatility in the price 
of our common stock. 
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Civil litigation and government investigations or proceedings could adversely affect our business. 


Many aspects of our business involve substantial risks of liability, and there have been substantial 
incidences of litigation and regulatory investigations in the financial services industry in recent years, including 
customer claims as well as class action suits seeking substantial damages. From time to time, we and/or our funds 
may be named as defendants or co-defendants in lawsuits or be involved in disputes that involve the threat of 
lawsuits seeking substantial damages. We and/or our funds are also involved from time to time in governmental 
and self-regulatory organization investigations and proceedings. See Item 3. Legal Proceedings for further 
description of the Company’s litigation matters. 


Any lawsuits, investigations or proceedings could result in reputational damage, loss of clients and assets, 
settlements, awards, injunctions, fines, penalties, increased costs and expenses in resolving a claim, diversion of 
employee resources and resultant financial losses. Predicting the outcome of such matters is inherently difficult, 
particularly where claims are brought on behalf of various classes of claimants or by a large number of claimants, 
when claimants seek substantial or unspecified damages, or when investigations or legal proceedings are at an 
early stage. A substantial judgment, settlement, fine or penalty could be material to our operating results or cash 
flows for a particular period, depending on our results for that period, or could cause us significant reputational 
harm, which could harm our business prospects. 


We depend to a large extent on our business relationships and our reputation to attract and retain clients. As 
a result, allegations of improper conduct by private litigants, including investors in our funds, or regulators, 
whether the ultimate outcome is favorable or unfavorable to us, as well as negative publicity and press 
speculation about us, our investment activities or the asset management industry in general, whether or not valid, 
may harm our reputation, which may be more damaging to our business than to other types of businesses. We 
may incur substantial legal expenses in defending against proceedings commenced by a client, regulatory 
authority or other private litigant. Substantial legal liability levied on us could cause significant reputational harm 
and have an adverse impact on our results of operations and financial condition. 


We have a significant portion of our assets invested in marketable securities which exposes us to earnings 
volatility, as the value of these investments fluctuate, as well as risk of capital loss. 


We use capital to seed new investment strategies and make new investments to introduce new products or 
enhance distribution access of existing products. At December 31, 2018, the Company had $92.8 million of seed 
capital investments, comprising $54.9 million of marketable securities and $37.9 million of net interests in 
consolidated investment products (“CIPs’’), and $90.1 million of investments in CLOs that comprise $86.0 
million of net interests in CIPs and $4.1 million of non-consolidated CLOs. These investments are in a variety of 
asset classes including alternative, fixed income and equity strategies. Many of these investments employ a long- 
term investment strategy and entail an optimal investment period spanning several years. Accordingly, during 
this investment period, the Company’s capital utilized in these investments may not be available for other 
corporate purposes at all or without significantly diminishing our investment return. We cannot provide 
assurance that these investments will perform as expected. Moreover, increases or decreases in the value of these 
investments will increase the volatility of our earnings, and a decline in the value of these investments would 
result in the loss of capital and have an adverse impact on our results of operations and financial condition. 


Our intended quarterly distributions may not be paid as intended or at all. 


The declaration, payment and determination of the amount of our quarterly dividends may change at any 
time. In making decisions regarding our quarterly dividends, we consider general economic and business 
conditions, our strategic plans and prospects, our businesses and investment opportunities, our financial condition 
and operating results, consideration required for potential purchases of affiliate non controlling interest, working 
capital requirements and anticipated cash needs, contractual restrictions (including under the terms of our Credit 
Agreement and the Mandatory Convertible Preferred Stock that we issued on February 1, 2017) and obligations, 
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legal, tax, regulatory and other restrictions that may have implications on the payment of distributions by us to 
our shareholders or by our subsidiaries to us, and such other factors as we may deem relevant. Our ability to pay 
dividends in excess of our current quarterly dividends is subject to restrictions under the terms of our Credit 
Agreement. We cannot make any assurances that any distributions will be paid. 


We may need to raise additional capital in the future, and resources may not be available to us in sufficient 
amounts or on acceptable terms, which could have an adverse impact on our business. 


Our ability to meet our future cash needs is dependent upon our ability to generate cash. Although we have 
successfully generated sufficient cash in the past, we may not do so in the future. As of December 31, 2018, we 
maintained $201.7 million in cash and cash equivalents, $92.8 million in seed capital investments and $90.1 
million of investments in CLOs that comprise $86.0 million of net interests in CIPs and $4.1 million of 
marketable securities and had $100.0 million available under our credit facility. Also at December 31, 2018 we 
had $340.6 million in debt outstanding excluding the notes payable of our CIPs for which risk of loss to the 
Company is limited to our $86.0 million investment in such products. See Footnote 19 of our consolidated 
financial statements for additional information on the notes payable of the CIPs. Our ability to access capital 
markets efficiently depends on a number of factors, including the state of credit and equity markets, interest rates 
and credit spreads. We may need to raise capital to fund new business initiatives in the future, and financing may 
not be available to us in sufficient amounts, on acceptable terms, or at all. If we are unable to access sufficient 
capital on acceptable terms, our business could be adversely impacted. 


Our common stock ranks junior to the Mandatory Convertible Preferred Stock with respect to dividends and 
amounts payable in the event of our liquidation and ranks junior to our indebtedness which may limit any 
payment or other distribution of assets to holders of our common stock in the event we are liquidated. 


Our common stock ranks junior to the Mandatory Convertible Preferred Stock, with respect to the payment 
of dividends and amounts payable in the event of our liquidation, dissolution or winding-up. This means that, 
unless accumulated dividends have been paid or set aside for payment on all outstanding Mandatory Convertible 
Preferred Stock for all completed dividend periods, no dividends may be declared or paid on our common stock. 
Likewise, in the event of our voluntary or involuntary liquidation, dissolution or winding-up, no distribution of 
our assets may be made to holders of our common stock until we have paid to holders of the Mandatory 
Convertible Preferred Stock a liquidation preference equal to $100.00 per share plus accrued and unpaid 
dividends (whether or not declared). 


Additionally, in the event of our liquidation, dissolution or winding up, our common stock would rank 
below all debt claims against us. As a result, holders of our common stock will not be entitled to receive any 
payment or other distribution of assets until after all of our obligations to our debt holders have been satisfied. 


We have corporate governance provisions that may make an acquisition of us more difficult. 


Certain provisions of our certificate of incorporation and bylaws could discourage, delay or prevent a 
merger, acquisition or other change in control that stockholders may consider favorable, including transactions in 
which stockholders might otherwise receive a premium for their shares. These provisions also could limit the 
price that investors might be willing to pay in the future for shares of our common stock, thereby depressing the 
market price of our common stock. Stockholders who wish to participate in these transactions may not have the 
opportunity to do so. In addition, the provisions of Section 203 of the Delaware General Corporation Law also 
restrict certain business combinations with interested stockholders. 


Our insurance policies may not cover all losses and costs to which we may be exposed. 


We carry insurance in amounts and under terms that we believe are appropriate. Our insurance may not 
cover all liabilities and losses to which we may be exposed. Certain insurance coverage may not be available or 


16 


may be prohibitively expensive in future periods. As our insurance policies come up for renewal, we may need to 
assume higher deductibles or pay higher premiums, which could have an adverse impact on our results of 
operations and financial condition. 


We have goodwill and intangible assets on our balance sheet which could become impaired. 


Our goodwill and intangible assets are subject to annual impairment reviews. We also have definite-lived 
intangibles assets on our balance sheet that are subject to impairment testing if indicators of impairment are 
identified. A variety of factors could cause such book values to become impaired, which would adversely affect 
our results of operations. 


We may engage in significant strategic transactions that may not achieve the expected benefits or could 
expose us to additional risks. 


We regularly review, and from time to time have discussions on and engage in, potential significant 
transactions, including potential acquisitions, consolidations, joint ventures or similar transactions, some of 
which may be material. We cannot provide assurance that we will be successful in negotiating the required 
agreements or successfully close transactions after signing such agreements. In addition, in entering into such 
transactions, we may expect to achieve certain financial benefits, including such things as revenue or cost 
synergies, and we may not ultimately be able to realize such benefits. 


Any strategic transaction may also involve a number of other risks, including additional demands on our 
staff, unanticipated problems regarding integration of operating facilities, technologies and new employees, and 
the existence of liabilities or contingencies not disclosed to, or otherwise unknown by, us prior to closing a 
transaction. In addition, any business we acquire may underperform relative to expectations or may lose 
customers or employees. 
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SPECIAL NOTE ABOUT FORWARD-LOOKING STATEMENTS 


This Annual Report on Form 10-K contains statements that are, or may be considered to be, forward- 
looking statements within the meaning of The Private Securities Litigation Reform Act of 1995, as amended, 
Section 27A of the Securities Act of 1933, as amended, and Section 21E of the Securities Exchange Act of 1934, 
as amended (the “Exchange Act’). All statements that are not historical facts, including statements about our 
beliefs or expectations, are forward-looking statements. These statements may be identified by such forward- 
looking terminology as “expect,” “estimate,” “intent,” “plan,” “intend,” “believe,” “anticipate,” “may,” “will,” 
“should,” “could,” “continue,” “project,” “opportunity,” “predict,” “would,” “potential,” “future,” “forecast,” 
“guarantee,” “assume,” “likely,” “target” or similar statements or variations of such terms. 


99 66 99 66 99 66s 29 66 29 66 
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Our forward-looking statements are based on a series of expectations, assumptions and projections about our 
Company and the markets in which we operate, are not guarantees of future results or performance and involve 
substantial risks and uncertainty, including assumptions and projections concerning our assets under 
management, net asset inflows and outflows, operating cash flows, business plans and ability to borrow, for all 
future periods. All of our forward-looking statements contained in this Annual Report on Form 10-K are as of the 
date of this Annual Report on Form 10-K only. 


We can give no assurance that such expectations or forward-looking statements will prove to be correct. 
Actual results may differ materially. We do not undertake or plan to update or revise any such forward-looking 
statements to reflect actual results, changes in plans, assumptions, estimates or projections, or other 
circumstances occurring after the date of this Annual Report on Form 10-K, even if such results, changes or 
circumstances make it clear that any forward-looking information will not be realized. If there are any future 
public statements or disclosures by us which modify or impact any of the forward-looking statements contained 
in or accompanying this Annual Report on Form 10-K, such statements or disclosures will be deemed to modify 
or supersede such statements in this Annual Report on Form 10-K. 


Our business and our forward-looking statements involve substantial known and unknown risks and uncertainties, 
including those discussed under “Risk Factors,” and “Management’s Discussion and Analysis of Financial Condition 
and Results of Operations” in this Annual Report on Form 10-K as well as the following risks and uncertainties 
resulting from: (a) any reduction in our assets under management; (b) withdrawal, renegotiation or termination of 
investment advisory agreements; (c) damage to our reputation; (d) failure to comply with investment guidelines or 
other contractual requirements; (e) inability to satisfy financial covenants and payments related to our indebtedness; 

(f) inability to attract and retain key personnel; (g) challenges from the competition we face in our business; (h) adverse 
regulatory and legal developments; (i) unfavorable changes in tax laws or limitations; (j) adverse developments related 
to unaffiliated subadvisers; (k) negative implications of changes in key distribution relationships; (1) interruptions in or 
failure to provide critical technological service by us or third parties; (m) volatility associated with our common and 
preferred stock; (n) adverse civil litigation and government investigations or proceedings; (0) risk of loss on our 
investments; (p) inability to make quarterly common and preferred stock distributions; (q) lack of sufficient capital on 
satisfactory terms; (r) losses or costs not covered by insurance; (s) impairment of goodwill or intangible assets; 

(t) inability to achieve expected acquisition-related benefits and other risks and uncertainties. Any occurrence of, or any 
material adverse change in, one or more risk factors or risks and uncertainties referred to in this Annual Report on 
Form 10-K or our other periodic reports filed with the SEC could materially and adversely affect our operations, 
financial results, cash flows, prospects and liquidity. 


Certain other factors which may impact our continuing operations, prospects, financial results and liquidity, 
or which may cause actual results to differ from such forward-looking statements, are discussed or included in 
the Company’s periodic reports filed with the SEC and are available on our website at www.virtus.com under 
“Investor Relations.” You are urged to carefully consider all such factors. 


Item 1B. Unresolved Staff Comments. 


None. 
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Item 2. Properties. 


We lease our principal offices, which are located at One Financial Plaza, Hartford, CT 06103. In addition, we 
lease office space in California, Connecticut, Florida, Georgia, Illinois, Massachusetts, New Jersey and New York. 


Item 3. Legal Proceedings. 


The Company is regularly involved in litigation and arbitration as well as examinations, inquiries and 
investigations by various regulatory bodies, including the SEC, involving its compliance with, among other 
things, securities laws, client investment guidelines, laws governing the activities of broker-dealers and other 
laws and regulations affecting its products and other activities. Legal and regulatory matters of this nature 
involve or may involve but are not limited to the Company’s activities as an employer, issuer of securities, 
investor, investment adviser, broker-dealer or taxpayer. In addition, in the normal course of business, the 
Company discusses matters with its regulators raised during regulatory examinations or is otherwise subject to 
their inquiry. These matters could result in censures, fines, penalties or other sanctions. 


The Company accrues for a liability when it is both probable that a liability has been incurred and the 
amount of the liability can be reasonably estimated. Significant judgment is required in both the determination of 
probability and the determination as to whether a loss is reasonably estimable. In addition, in the event the 
Company determines that a loss is not probable, but is reasonably possible, and it becomes possible to develop 
what the Company believes to be a reasonable range of possible loss, then the Company will include disclosures 
related to such matter as appropriate and in compliance with Accounting Standards Codification 450, Loss 
Contingencies. The disclosures, accruals or estimates, if any, resulting from the foregoing analysis are reviewed 
at least quarterly and adjusted to reflect the impact of negotiations, settlements, rulings, advice of legal counsel 
and other information and events pertaining to a particular matter. Based on information currently available, 
available insurance coverage, indemnities and established reserves, the Company believes that the outcomes of 
its legal and regulatory proceedings are not likely, either individually or in the aggregate, to have a material 
adverse effect on the Company’s results of operations, cash flows or its consolidated financial condition. 
However, in the event of unexpected subsequent developments and given the inherent unpredictability of these 
legal and regulatory matters, the Company can provide no assurance that its assessment of any claim, dispute, 
regulatory examination or investigation or other legal matter will reflect the ultimate outcome and an adverse 
outcome in certain matters could, from time to time, have a material adverse effect on the Company’s results of 
operations or cash flows in particular quarterly or annual periods. 


In re Virtus Investment Partners, Inc. Securities Litigation; formerly Tom Cummins v. Virtus Investment Partners 
Inc. et al 


On February 20, 2015, a putative class action complaint was filed against the Company and certain of the 
Company’s current officers (the “defendants”) in the United States District Court for the Southern District of 
New York (the “Court”). On August 21, 2015, the plaintiffs filed a Consolidated Class Action Complaint (the 
“Complaint”’) purportedly filed on behalf of all purchasers of the Company’s common stock between January 25, 
2013 and May 11, 2015 (the “Class Period’’). The Complaint alleged that, during the Class Period, the defendants 
disseminated materially false and misleading statements and concealed material adverse facts relating to certain 
funds and alleged claims under Sections 10(b) and 20(a) of the Exchange Act, and Rule 10b-5. While the 
Company believed that the suit was without merit, on May 18, 2018, it executed a final settlement agreement 
with the plaintiffs settling all claims in the litigation in order to avoid the cost, distraction, disruption, and 
inherent litigation uncertainty. The settlement was approved by the Court on December 4, 2018, and on 
January 11, 2019, the Court entered final judgment, concluding the action. 


Item 4. Mine Safety Disclosures. 


Not applicable. 
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PART II 


Item 5. Market for Registrant’s Common Equity, Related Stockholder Matters and Issuer Purchases of 
Equity Securities. 


Our common stock is traded on the NASDAQ Global Market under the trading symbol “VRTS.” As of 
February 11, 2019, we had 7,011,182 shares of common stock outstanding that were held by approximately 
51,500 holders of record. 


On February 21, 2019, our board of directors declared a quarterly cash dividend of $0.55 per common share 
to be paid on May 15, 2019 to shareholders of record at the close of business on April 30, 2019 and a $1.8125 
dividend per share on our mandatory convertible preferred stock, to be paid on May 1, 2019 to shareholders of 
record at the close of business on April 15, 2019. 


In making decisions regarding our quarterly dividend, we consider general economic and business 
conditions, our strategic plans and prospects, our businesses and investment opportunities, our financial condition 
and operating results, working capital requirements and anticipated cash needs, contractual restrictions and 
obligations, legal, tax, regulatory and other restrictions that may have implications on the payment of 
distributions by us to our common shareholders or by our subsidiaries to us, and such other factors as we may 
deem relevant. We cannot provide any assurances that any distributions, whether quarterly or otherwise, will 
continue to be paid in the future. 


Issuer Purchases of Equity Securities 


As of December 31, 2018, 4,180,045 shares of our common stock have been authorized to be repurchased 
under a share repurchase program approved by our Board of Directors, and 624,803 shares remain available for 
repurchase. Under the terms of the program, we may repurchase shares of our common stock from time to time at 
our discretion through open market repurchases, privately negotiated transactions and/or other mechanisms, 
depending on price and prevailing market and business conditions. The program, which has no specified term, 
may be suspended or terminated at any time. 


During the year ended December 31, 2018, we repurchased a total of 258,953 common shares for 
approximately $27.5 million. The following table sets forth information regarding our share repurchases in each 
month during the quarter ended December 31, 2018: 


Total number of shares © Maximum number of 
purchased as part of shares that may yet be 


Total number of Average price publicly announced purchased under the 
Period shares purchased paid per share(1) plans or programs (2) _ plans or programs (2) 
October 1—31, 2018 ........... 9,426 $99.19 9,426 775,524 
November 1—30, 2018 ......... 95,374 $98.90 95,374 680,150 
December 1—31, 2018 ......... 55,347 $83.59 55,347 624,803 
Total’ os gcse deve nctiwew ese’ 160,147 160,147 


(1) Average price paid per share is calculated on a settlement basis and excludes commissions. 

(2) The share repurchases above were completed pursuant to a program announced in the fourth quarter of 2010 
and most recently expanded in December 2017. This repurchase program is not subject to an expiration 
date. 


There were no unregistered sales of equity securities during the fourth quarter of fiscal 2018. Shares of our 
common stock purchased by participants in our Employee Stock Purchase Plan were delivered to participant 
accounts via open market purchases at fair value by the third-party administrator under the plan. We do not 
reserve shares for this plan or discount the purchase price of the shares. 
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Item 6. Selected Financial Data. 


The following table sets forth our selected consolidated financial and other data at the dates and for the 
periods indicated. The selected financial data should be read in conjunction with “Management’s Discussion and 
Analysis of Financial Condition and Results of Operations” and our consolidated financial statements and the 
notes thereto appearing elsewhere in this Annual Report on Form 10-K. 


($ in thousands, except per share data) 


2018 (1) 

Results of Operations 
REV GMUCS a3 25 ce Aa Side a avcha aan stelapenec a eoarande oder sbaaeieseies $ 552,235 
Operating expenses ...................0000. 439,136 
Operating income (loss) ................0000 113,099 
Income tax expense (benefit) ................. 32,961 
Net income (loss) ......... 0.0. e eee ee eens 76,080 
Net income (loss) attributable to common 

stockholders ......... 00.00 cece eee eee 67,192 
Earnings (loss) per share—basic .............. 9.37 
Earnings (loss) per share—diluted ............. 8.86 
Cash dividends declared per preferred share ..... 7.25 
Cash dividends declared per common share ..... 2.00 

2018 (1) 

Balance Sheet Data 
Cash and cash equivalents ................0-. $ 201,705 
INVESHMENTS 4. 6.4-502ere iene 2k Steer doe bard aes A 79,558 
Investments of consolidated investment 

PVOCUCIS -c2e.Jsfare etue ee hues nae pe aee ented 1,749,568 
Goodwill and other intangible assets, net ....... 629,178 
TP OtallaSSEts'>. xictvcenn wpe ie de toe fe tedte ane eas 2,870,535 
Accrued compensation and benefits ............ 93,339 
DED tas iceh hoes carers oetcent ava bee's baad 329,184 
Notes payable of consolidated investment 

PYOdUCE ssbb awce es OER Se ewe ee ea 1,620,260 
Total liabilities ...... 0.0... 0.0.0... cee eee 2,169,187 
Redeemable noncontrolling interests ........... 57,481 
Mandatory convertible preferred stock ......... 110,843 
Totalequity «252200 ) setidteswad se kaw age een 643,867 

2018 

($ in millions) 
Assets Under Management 
Total assets under management ............... $ 92,030 
Total long-term assets under management ....... $ 90,417 


Years Ended December 31, 


2017 (1)(3) 2016 (1) 


2015 (2) 


2014 (2) 


$ 425,607 $322,554 
367,572 271,740 
58,035 50,814 
40,490 21,044 
39,939 48,763 


28,676 48,502 


4.09 6.34 
3.96 6.20 
125 — 
1.80 1.80 
As of December 31, 


2017 (1)(3) 2016 (2) 


$381,977 
301,599 
80,378 
36,972 
30,671 


35,106 
3.99 
3.92 


1.80 


2015 (2) 


$450,598 
319,878 
130,720 
39,349 
96,965 


97,700 
10.75 
10.51 


1.35 


2014 (2) 


$ 132,150 $ 64,588 
108,492 89,371 


1,597,752 489,042 
472,107 45,215 
2,590,799 824,388 
86,658 47,885 
248,320 30,000 


1,457,435 328,761 
1,981,397 465,449 
4,178 37,266 
110,843 — 
605,224 321,673 


As of December 31, 


2017 2016 


522,820 
47,588 
859,729 
49,617 


276,408 
73,864 


509,457 


2015 


$202,847 
63,448 


236,652 
47,043 
698,773 
54,815 


112,350 
23,071 


563,352 


2014 


$ 90,963 $ 45,366 $ 47,385 $ 56,702 
$ 88,835 $ 45,366 $ 47,385 $ 56,702 


(1) Derived from audited consolidated financial statements included elsewhere in this Annual Report on 


Form 10-K. 


(2) Derived from audited consolidated financial statements not included in this Annual Report on Form 10-K. 
(3) On June 1, 2017, we completed the acquisition of RidgeWorth Investments. See Item 7. Management’s 
Discussion and Analysis of Financial Condition and Results of Operations for further discussion of the 


RidgeWorth acquisition. 
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Item 7. Management’s Discussion and Analysis of Financial Condition and Results of Operations. 
Overview 
Our Business 


We provide investment management and related services to individuals and institutions. We use a multi- 
manager, multi-style approach, offering investment strategies from affiliated managers, each having its own 
distinct investment style, autonomous investment process and individual brand. By offering a broad array of 
products, we believe we can appeal to a greater number of investors and have offerings across market cycles and 
through changes in investor preferences. Our earnings are primarily driven by asset-based fees charged for 
services relating to these various products including investment management, fund administration, distribution 
and shareholder services. 


We offer investment strategies for individual and institutional investors in different product structures and 
through multiple distribution channels. Our investment strategies are available in a diverse range of styles and 
disciplines, managed by a collection of differentiated investment managers. We have offerings in various asset 
classes (domestic and international equity, fixed income and alternative), market capitalizations (large, mid and 
small), styles (growth, core and value) and investment approaches (fundamental, quantitative and thematic). Our 
retail products include open-end funds and exchange traded funds (“ETFs’’), as well as closed-end funds and 
retail separate accounts. Our institutional products include a variety of equity and fixed income strategies for 
corporations, multi-employer retirement funds, public employee retirement systems, foundations, and 
endowments. We also provide subadvisory services to other investment advisors. 


We distribute our open-end funds and ETFs principally through financial intermediaries. We have broad 
distribution access in the retail market, with distribution partners that include national and regional broker- 
dealers, independent broker-dealers and registered investment advisors, banks and insurance companies. In many 
of these firms, we have a number of products that are on preferred “recommended” lists and on fee-based 
advisory programs. Our sales efforts are supported by regional sales professionals, a national account relationship 
group and separate teams for ETFs and the retirement and insurance channels. Our retail separate accounts are 
distributed through financial intermediaries and directly by teams at other investment advisors. 


Our institutional services are marketed through relationships with consultants as well as directly to clients. 
We target key market segments, including foundations and endowments, corporate, public and private pension 
plans, and subadvisory relationships. 


Market Developments 


The U.S. and global equity markets decreased in value in 2018, as evidenced by decreases in major indices. 
The MSCI World Index ended the year at 1,884, down 10.4% from 2,103 at the start of the year. The Standard & 
Poor’s 500 Index ended the year at 2,507, down 6.2% from 2,674, and the Russell 2000 ended at 1,349, down 
12.2% from 1,536 at the start of the year. The major U.S. bond index, the Bloomberg Barclays U.S. Aggregate 
Bond Index, remained relatively flat in 2018 ending the year at 2,047 compared to 2,046 at the start of the year. 
The S&P/LSTA Leveraged Loan Index decreased 0.6% in 2018 ending the year at 2,054 compared to 2,067 at 
the start of the year. 


The financial markets have a significant impact on the value of our assets under management and on the 
level of our sales and flows. The capital and financial markets could experience fluctuation, volatility and 
declines, as they have in the past, which could impact investment returns and asset flows among investment 
products as well as investor choices and preferences among investment products. The changes in our assets under 
management may also be affected by the factors discussed in Item 1A of this Annual Report on Form 10-K “Risk 
Factors.” 
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Financial Highlights 


e Net income per diluted share was $8.86 in 2018, up $4.90, or 123.7%, from $3.96 per diluted share in 
2017. 


¢ Total sales (inflows) were $22.8 billion in 2018 compared with $15.4 billion in 2017. Net outflows 
were $3.7 billion in 2018 compared with $0.2 billion in 2017. 


e Assets under management were $92.0 billion at December 31, 2018 compared with $91.0 billion at 
December 31, 2017. 


Sustainable Growth Advisers, LP 


On July 1, 2018, we completed our majority investment in Sustainable Growth Advisers (the “SGA 
Acquisition”), an investment manager with $11.3 billion in assets under management at June 30, 2018. 


Ridge Worth Investments 


On June 1, 2017, we acquired RidgeWorth Investments (the “RW Acquisition,” and together with the SGA 
Acquisition, the “Acquisitions” or “Acquired Businesses’’), a multi-boutique investment management firm that 
managed approximately $40.1 billion in assets under management as of June 1, 2017, including $35.7 billion in 
long term assets under management and $4.4 billion in liquidity strategies. 


Assets Under Management 


At December 31, 2018, total assets under management were $92.0 billion, representing an increase of $1.1 
billion, or 1.2%, from December 31, 2017. The increase was primarily due to the SGA Acquisition, partially 
offset by negative market performance of $4.5 billion and net outflows of $3.7 billion. Long-term assets under 
management, which exclude liquidity strategies, were $90.4 billion at December 31, 2018, up 1.8% from $88.8 
billion at the end of the prior year. 


Average long-term assets under management, which exclude assets in liquidity strategies, were $94.6 billion 
for the twelve months ended December 31, 2018, an increase of $24.4 billion, or 34.7%, from $70.2 billion for 
the twelve months ended December 31, 2017. The year-over-year increase in long-term average assets under 
management was primarily due to the Acquired Businesses. 


Investment Performance—Open End Funds 


The following table presents our open end funds’ three-year average annual return and the corresponding 
three-year benchmark index average annual return as of December 31, 2018. Also presented with each fund is its 
Morningstar Peer Group and its three-year ranking within that peer group. 


Three-Year: 
Average Return (1) Three-Year 
Benchmark Index Peer Group Percentile Benchmark Index 
Fund Type/Name Assets Morningstar Peer Group Ranking (2) Return (3) 
Retail Funds ($ in millions) (%) (%) 
Alternatives 
Virtus Duff & Phelps Real Estate 
Securities Fund ................-- $ 542.3 FTSE NAREIT Equity REITs Index 1.99 2.89 
Real Estate Funds 54 
Virtus Duff & Phelps International Real FTSE EPRA NAREIT Developed 
Estate Securities Fund ............. 167.9 ex-U.S. Index (net) 5.01 4.40 
Global Real Estate Funds Il 
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Three-Year: 
Average Return (1) Three-Year 


Benchmark Index Peer Group Percentile Benchmark Index 
Fund Type/Name Assets Morningstar Peer Group Ranking (2) Return (3) 
($ in millions) (%) (%) 
Virtus Duff & Phelps Global Global Infrastructure Linked 
Infrastructure Fund ............... 81.2 Benchmark (4) 7.32 TET 
Infrastructure Funds 15 
Virtus Aviva Multi-Strategy Target 
Return Fund ...................-- 64.4 U.S. Treasury Federal Funds Rate (2.07) 0.74 
Multialternative Funds 94 
Virtus Duff & Phelps Global Real Estate FTSE EPRA NAREIT Developed Index 
Securities Fund .................. 40.3 (net) 3.95 2.72 
Global Real Estate Funds 21 
Asset Allocation 
Virtus Strategic Allocation Fund....... 404.3 Strategic Allocation Fund Linked 
Benchmark (5) 4.18 6.97 
Allocation—50% to 70% Equity 69 
Virtus Tactical Allocation Fund ....... 124.9 Tactical Allocation Fund Linked 
Benchmark (6) 4.28 6.89 
Allocation—50% to 70% Equity 66 
Virtus Rampart Multi-Asset Trend Dow Jones Global Moderate Portfolio 
EJ 11 (¢ Ee a Re a re rare 61.3 Index 1.62 5.53 
Tactical Allocation 79 
Virtus Herzfeld Fund................ 51.8 60% MSCI AC World Index (net) / 
40% Bloomberg Barclays U.S. 
Aggregate 6.47 4.92 
Allocation—50% to 70% Equity 12 
Equity 
Virtus KAR Small-Cap Growth Fund . . . 4,053.7 Russell 2000® Growth Index 22.91 7.24 
Small Growth Funds 1 
Virtus Ceredex Mid-Cap Value Equity 
PU, cupid 4an04o ouretaasesanet 2,515.0 Russell Midcap® Value Index 7.34 6.06 
Mid-Cap Value Funds 20 
Virtus Ceredex Large-Cap Value Equity 
RUIN fst: ances Sip aieeegtacoie acaeqctedes Nocti asset 1,318.2 Russell 1000® Value Index 6.34 6.95 
Large Value Funds 62 
Virtus KAR Small-Cap Core Fund ..... 1,208.9 Russell 2000® Index 15.83 7.36 
Small Growth Funds 3 
Virtus Ceredex Small-Cap Value Equity 
BUN iiss awegotrtia vw ida acveantbadocictnn 556.5 Russell 2000® Index 7.65 7.37 
Small Blend Funds 23 
Virtus KAR Small-Cap Value Fund .... 501.4 Russell 2000® Value Index 7.56 7.37 
Small Growth Funds 63 
Virtus KAR Capital Growth Fund ..... 424.1 Russell 1000® Growth Index 7.18 11.15 
Large Growth Funds 81 
Virtus Rampart Equity Trend Fund..... 358.5 S&P 500® Index 2.97 9.26 
Large Blend Funds 97 
Virtus KAR Mid-Cap Core Fund ...... 267.4 Russell Midcap® Index 10.04 7.04 
Mid-Cap Growth Funds 16 
Virtus Rampart Sector Trend Fund ..... 216.7 S&P 500® Index 4.41 9.26 
Large Blend Funds 94 
Virtus KAR Mid-Cap Growth Fund .... 169.9 Russell Midcap® Growth Index 13.52 8.59 
Mid-Cap Growth Funds 3 
Virtus Rampart Enhanced Core Equity 
AUT oi hon tele actestes ant giPetenstiitice. Bat 131.3 S&P 500® Index 6.18 9.26 
Large Blend Funds 82 
Virtus Silvant Large-Cap Growth Stock 
HUNG ase girs Meoctsahic eating owreceageins anata ait 97.3 Russell 1000® Growth Index 6.67 11.15 
Large Growth Funds 85 
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Fund Type/Name Assets 


($ in millions) 


Virtus Zevenbergen Innovative Growth 


Stock Fund)... ccc ck cee aes 96.2 
Virtus Horizon Wealth Masters Fund ... 515 
Virtus Silvant Small-Cap Growth Stock 

RUG is seisdce ag eigia cg Savana tsa aoew ace 23.9 

Fixed Income 
Virtus Newfleet Multi-Sector Short Term 

Bond Bun e.g. os os dissed dseevesecd es deacons 6,246.0 
Virtus Seix Floating Rate High Income 

PUTA ssa co tices Sp iesedeoaices Saieerdowrenee ayn aetaedes 5,308.9 
Virtus Seix Total Return Bond Fund.... 444.6 
Virtus Newfleet Senior Floating Rate 

| (0 Ore a 426.4 
Virtus Newfleet Low Duration Income 

UDG 2s -cscscersveceoy sith Gass e aeepto aia eeahalets 384.4 
Virtus Seix Investment Grade Tax- 

Exempt Bond Fund ............... 322.0 
Virtus Seix High Income Fund ........ 296.7 
Virtus Seix High Yield Fund.......... 

290.3 
Virtus Newfleet Multi-Sector 

Intermediate Bond Fund ........... 248.0 
Virtus Seix Core Bond Fund .......... 145.8 
Virtus Newfleet Tax-Exempt Bond 

PUG a. ie sass cectthacanecsteede a tomes httsed 137.0 
Virtus Seix Georgia Tax-Exempt Bond 

FRI 5, scsusdie, ar erign ds an doce dp ecdseinie Goroeat 75.1 
Virtus Newfleet Credit Opportunities 

PUN scsi sea ni ales. eet oda a eesasi le hed 74.9 
Virtus Newfleet Bond Fund .......... 64.3 
Virtus Newfleet High Yield Fund ...... 56.9 
Virtus Seix High Grade Municipal Bond 

UDG Scio sspdsserectn Artie tpatir deste Bink Graces 49.3 


Benchmark Index 
Morningstar Peer Group 


Russell 3000® Growth Index 
Large Growth Funds 
Russell Midcap® Index 
Mid-Cap Blend Funds 


Russell 2000® Growth Index 
Small Growth Funds 


ICE BofAML 1-3 Year A-BBB US 
Corporate Index 


Short-Term Bond Funds 


Credit Suisse Leveraged Loan Index 
Bank Loan Funds 


Bloomberg Barclays U.S. Aggregate 
Bond Index 


Intermediate-Term Bond Funds 


S&P/LSTA Leveraged Loan Index 
Bank Loan Funds 


Low Duration Income Linked 
Benchmark (7) 


Short-Term Bond 


Bloomberg Barclays Municipal 1-15 Yr 
Blend (1-17) Index 


Muni National Interm 


Bloomberg Barclays U.S. Corporate 
High Yield Bond Index 


High Yield Bond Funds 


ICE BofAML US High Yield BB-B 
Constrained Index 


High Yield Bond Funds 


Bloomberg Barclays U.S. Aggregate 
Bond Index 


Multisector Bond Funds 


Bloomberg Barclays U.S. Aggregate 
Bond Index 


Intermediate Term Bond Funds 
Virtus Tax-Exempt Bond Fund Linked 
Benchmark (8) 

Muni National Interm Funds 


Bloomberg Barclays Municipal Bond 
Index 


Muni Single-State Interm Funds 


Bloomberg Barclays U.S. High-Yield 
2% Issuer Capped Bond Index 


High Yield Bond Funds 


Bloomberg Barclays U.S. Aggregate 
Bond Index 


Intermediate Term Bond Funds 


Bloomberg Barclays U.S. High-Yield 
2% Issuer Capped Bond Index 


High Yield Bond 


Bloomberg Barclays Municipal Bond 
Index 


Muni National Long Funds 
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Three-Year: 


Average Return (1) Three-Year 
Peer Group Percentile Benchmark Index 
Ranking (2) Return (3) 

(%) (%) 

13.44 10.85 
4 

5.35 7.04 
58 

5:31 7.24 
86 

2.85 2.06 

7 

4.98 5.03 
17 

1.80 2.06 
69 

3.69 4.83 
52 

1.98 1.60 
26 

1.50 1.96 
65 

6.95 7.23 
14 

6.01 6.33 
37 

4.68 2.06 
24 

1.97 2.06 
59 

1.75 2.03 
45 

1.69 2.30 
22 

3.11 7.23 
96 

2.67 2.06 
21 

5.13 7.23 
65 

2:27 2.30 
39 


Fund Type/Name 


Virtus Seix Corporate Bond Fund ...... 


Virtus Seix U.S. Mortgage Fund....... 


Virtus Newfleet CA Tax-Exempt Bond 
MUN: ec ouitdicaseis sp scanatevd navanenars cured d,S 


Virtus Seix Virginia Intermediate 
Municipal Bond Fund ............. 


Virtus Seix Short-Term Municipal Bond 
PUN cise tela ees Ca teeats Mareen 


Virtus Seix North Carolina Tax-Exempt 
Bond Fun ooéce a sd enscseinw ae scene 


International/Global 


Virtus Vontobel Emerging Markets 
Opportunities Fund ............... 


Virtus Vontobel Foreign Opportunities 
UNG. bite ce din aw tte easoe eked Amare phan 


ERULTA dsr eae vaste trang antes aS oe le eens etsy 


UNG ei 8. ors. tedp Seon lbs ashatene Meee aone 


RUT. Seis cevics asks, 2.8 eetorge i Cota sou 


Virtus KAR Emerging Markets 
Small-Cap Fund.................. 


Virtus KAR Global Quality Dividend 
BUN sc. GnGrish dotaan ne Merman ages 


Global Funds 
Virtus G.F. Multi-Sector Short Duration 
Bond Funds. 5.5 ss.02 ee desis need ee 


MUTA 8 re co ttetersa Sontensp Stach Tociora a ee aeons 


Variable Insurance Funds 
Virtus KAR Capital Growth Series ..... 


Virtus Duff & Phelps International 
DOHES sc ierspies dieaiae sie geeatlavs eae 


Virtus Newfleet Multi-Sector 
Intermediate Bond Series .......... 


Assets 


($ in millions) 


40.9 


24.7 


24.0 


23.7 


20.2 


15.6 


6,244.8 


953.2 


900.1 


211.1 


90.2 


69.7 


49.7 


30.4 


187.2 


137.1 


114.6 


Three-Year: 
Average Return (1) Three-Year 


Benchmark Index Peer Group Percentile Benchmark Index 
Morningstar Peer Group Ranking (2) Return (3) 
(%) (%) 
Bloomberg Barclays U.S. Corporate 
Investment Grade Bond Index 3.61 3.26 
Corporate Bond Funds 29 
Bloomberg Barclays U.S. Mortgage 
Backed Securities Index 1.42 1.71 
Intermediate Government Funds 21 
Bloomberg Barclays California 
Municipal Bond Index 1.99 2.17 
Muni California Long Funds 58 
Bloomberg Barclays Municipal 1-15 Yr 
Blend (1-17) Index 1.76 1.96 
Muni Single State Interm Funds 18 
Bloomberg Barclays Municipal 1-5 Yr 
Index 0.90 1.15 
Muni National Short 46 
Bloomberg Barclays Municipal Bond 
Index 1.32 2.30 
Muni Single State Interm Funds 55 
MSCI Emerging Markets Index (net) 5.33 9.25 
Diversified Emerging Markets 74 
MSCI EAFE® Index (net) 3.67 2.87 
Foreign Large Growth 39 
MSCI AC World Ex U.S. Small Cap 
Index (net) 13.17 3.82 
Foreign Small/Mid Blend I 
MSCI AC World Index (net) 8.57 6.60 
World Large Stock Il 
MSCI AC World ex USA Index (net) 6.70 4.48 
Foreign Large Growth 9 
MSCI Emerging Markets Small Cap 
Index (net) 12.91 3.68 
Diversified Emerging Markets 3: 
Global Quality Dividend Linked 
Benchmark (9) 5.76 8.79 
World Large Stock N/A 
Bloomberg Barclays U.S. Intermediate 
Aggregate Bond Index 2.05 1.72 
USD Diversified Bond—Short Term 43 
Russell 2000® Index 21.47 7.36 
US Small-Cap Equity 2 
Russell 1000® Growth Index 7.75 11.15 
Large Growth 73: 
MSCI EAFE® Index (net) (1.67) 2.87 
Foreign Large Blend 99 
Bloomberg Barclays U.S. Aggregate 
Bond Index 4.32 2.06 
Multisector Bond 34 
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Three-Year: 
Average Return (1) Three-Year 


Benchmark Index Peer Group Percentile Benchmark Index 
Fund Type/Name Assets Morningstar Peer Group Ranking (2) Return (3) 
($ in millions) (%) (%) 
Virtus Rampart Enhanced Core Equity 
SHES igo vcowe nea cade hia aeede we 85.8 S&P 500® Index 5.44 9.26 
Large Blend 88 
Virtus KAR Small-Cap Growth 
SOMES: sca aisracalvrale Ge po. chance gees 84.0 Russell 2000® Growth Index 25.58 7.24 
Small Growth 1 
Virtus Strategic Allocation Series ...... 79.4 Strategic Allocation Series Linked 
Benchmark (10) 4.12 6.97 
Allocation—50% to 70% Equity 71 
Virtus KAR Small-Cap Value Series ... 69.7 Russell 2000® Value Index 8.55 Dt 
Small Growth 48 
Virtus Duff & Phelps Real Estate 
Securities Series ...............-- 65.6 FTSE NAREIT Equity REITs Index 1.90 2.89 
Real Estate 56 
Other FUnds acs i es kinesin seeks 55.1 
$37,710.0 
(1) Represents the average annual total return performance of the largest share class as measured by net assets for 


(2) 
(3) 
(4) 


(5) 


(6) 


(7) 


(8) 
(9) 


which performance data is available. Performance shown does not include the effect of applicable sales charges, if 
any. Had any applicable sales charges been reflected, performance would be lower than shown above. 

Represents the peer ranking of the fund’s average annual total return according to Morningstar. Fund returns 
are reported net of fees. 

Represents the average annual total return of the benchmark index. Benchmark indices are unmanaged, their 
returns do not reflect any fees, expenses or sales charges, and they are not available for direct investment. 
The Global Infrastructure Linked Benchmark consists of the FTSE Developed Infrastructure 50/50 Index 
(net). The Global Infrastructure Linked Benchmark prior to October 1, 2016 consisted of the MSCI World 
Infrastructure Sector Capped Index. 

The Strategic Allocation Fund Linked Benchmark consists of 45% Russell 1000® Growth Index, 15% MSCI 
EAFE® Index and 40% Bloomberg Barclays U.S. Aggregate Bond Index. The Strategic Allocation Fund 
Linked Benchmark prior to September 7, 2016 consisted of 60% S&P 500® Index and 40% Bloomberg 
Barclays U.S. Aggregate Bond Index. 

The Tactical Allocation Fund Linked Benchmark consists of 45% Russell 1000® Growth Index, 15% MSCI 
EAFE® Index and 40% Bloomberg Barclays U.S. Aggregate Bond Index. The Tactical Allocation Fund 
Linked Benchmark prior to September 7, 2016 consisted of 50% S&P 500® Index and 50% Bloomberg 
Barclays U.S. Aggregate Bond Index. 

The Low Duration Income Linked Benchmark costs of the ICE BofAML 1-5 Year US Corporate & 
Government Bond Index. The Low Duration Income Linked Benchmark prior to February 1, 2017 consisted 
of the Bloomberg Barclays U.S. Intermediate Government/Credit Bond Index. 

The Tax-Exempt Bond Linked Benchmark consists of the ICE BofAML 1-22 Year US Municipal Securities 
Index, a subset of the Bank of America Merrill Lynch U.S. Municipal Securities Index. 

The Global Quality Dividend Linked Benchmark consists of the Russell Developed Large Cap Index. The 
Global Quality Dividend Linked Benchmark prior to February 1, 2017 consisted of the Russell 1000® Value 
Index. 


(10) The Strategic Allocation Series Linked Benchmark consists of 45% Russell 1000® Growth Index, 15% 


MSCI EAFE® Index and 40% Bloomberg Barclays U.S. Aggregate Bond Index. The Strategic Allocation 
Series Linked Benchmark prior to September 7, 2016 consisted of 60% S&P 500® Index and 40% 
Bloomberg Barclays U.S. Aggregate Bond Index. 


(11) Represents all funds that do not yet have a three-year average return based on their inception date or funds 


with assets of less than $10.0 million. 
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Past performance does not guarantee future results. Investment return and principal value will fluctuate so 


that shares, when redeemed, may be worth more or less than their original cost. 


Operating Results 


In 2018, total revenues increased 29.8%, or $126.6 million, to $552.2 million from $425.6 million in 2017 
primarily due to additional revenues from an increase in average assets primarily as a result of the Acquired 
Businesses. Operating income increased by 94.9%, or $55.1 million, to $113.1 million in 2018 from $58.0 


million in 2017, due to the same factors driving the increase in total revenues. 


Assets Under Management by Product 


The following table summarizes our assets under management by product: 


As of December 31, As of Change 
2018 vs. 2017 vs. 
2018 2017 2016 2017 % 2016 % 
($ in millions) 
Open-End Funds (1) ..............0000. $37,710.0 $43,077.6 $23,432.8 $ (5,367.6) (12.5)%$19,644.8 83.8% 
Closed-End Funds ..................... 5,956.0 6,666.2 6,757.4 (710.2) (10.7) % (91.2) (1.3)% 
Exchange Traded Funds ................ 667.6 1,039.2 596.8 (371.6) (35.8)% 442.4 74.1% 
Retail Separate Accounts ................ 14,998.4 13,9368 8,473.5 1,061.6 7.6% 5,463.3 64.5% 
Institutional Accounts .................. 27,445.0 20,815.9 5,492.7 6,629.1 31.8% 15,323.2 279.0% 
Structured Products ...............00005 3,640.3 3,298.8 613.1 341.5 10.4% 2,685.7 438.1% 
Total Long-Term .................-. 90,417.3 88,834.5 45,366.3 1,582.8 1.8% 43,468.2 95.8% 

Liquidity. (2) c.c4.0i265%.0¢de int Gonads 1,612.5 2,128.7 — (516.2) (24.2)% 2,128.7 n/m 
Total Assets Under Management ........ $92,029.8 $90,963.2 $45,366.3 $ 1,066.6 1.2% $45,596.9 100.5% 
Average Long-Term Assets Under 

Management (3) .................... $94,567.2 $70,212.4 $45,325.2 $24,354.8 34.7% $24,887.2 54.9% 


Average Assets Under Management (3) . . $96,278.2 $72,286.1 $45,325.2 $23,992.1 33.2% $26,960.9 59.5% 


(1) Represents assets under management of U.S. retail funds, offshore funds and variable insurance funds 
(2) Represents assets under management in liquidity strategies, including certain open-end funds and 


institutional accounts 
(3) Averages are calculated as follows: 
- Funds—average daily or weekly balances 


- Retail Separate Accounts—prior quarter ending balance or average of month-end balances in quarter 
- Institutional Accounts and Structured Products—average of month-end balances in quarter 
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The following table summarizes asset flows by product: 


Asset Flows by Product 

($ in millions) Years Ended December 31, 

Ve 
Open-End Funds (1) 
Beginning balance: <3 ccs scsc pce eas do ee dees deeb bee ees. $ 43,077.6 $ 23,432.8 $ 28,882.1 
TIPO WS so 3e <2. cares gan dete dl anwhigy ates eas ase aca- Go aee Connect’ odode Gigudoduatardd bdaturas $ 14,836.2 9,776.9 7,070.1 
QOuUlOWS: 234 43544629 ibec00d e068 bee itie ident the deeeews (7,098.4) _(10,561.0) _(13,117.7) 
Net OWS: 422.2554 % 4. cantdw ae eek BE eee eh es hee Poe Meee Re (2,262.2) (784.1) (6,047.6) 
Market performance ......... 0... cece cee teen eens (2,521.5) 5,107.0 898.7 
OS R 2): aaase. ce peanrh ad pate cue eeeoed dt aspen Gone oes, Hata aie Sina GI ee ans (583.9) 15,321.9 (300.4) 
Ending balance ............... 0.0 ccc cece tet teens $ 37,710.0 $ 43,077.6 $ 23,432.8 
Closed-End Funds 
Beginning balance z.cc. ess gee ds eh ae wa ionsmn sea tare cerns een and hantere am $ 6,666.2 $ 6,757.4 $ 6,222.3 
INflOWS. ces bade ead Mend in eiee i bade y eebds Gee Loe bee Res 21.6 — — 
OULLIOWS? <2 escrscue sede nkhems 6 AGE Lee eRe AG pa enn Sa eas — (112.8) (103.3) 
Net flows 2is4sc¢adu-age sews s0bd ese eee Ae oa dee ek eee 21.6 (112.8) (103.3) 
Market performance: cic co kslede bea ainda wate e ae eee a (288.9) 444.4 794.9 
Other (2). 263.agccc das ebndG edd neha dead Sede tows os eee 442.9) (422.8) (156.5) 
Ending balance ............... 0000s ccc cette cette ens $ 5,956.0 $ 6,666.2 $ 6,757.4 
Exchange Traded Funds 
Beginning balance 2 aj-05 5 seid) hdgetas eee aee bad oe daaenae $ 1,039.2 $ 596.8 $ 340.8 
IMGOWS 3.4. «tte cess aed, AL Rak ies Pee AON ER eea ln & RARER ERS 290.5 732.6 382.8 
Qutilows 26544 sesu ehh kas vow £4 Mees Vode evaded da Peee ek eee (341.9) (152.6) (124.8) 
Net flOWS G..0454 cbdndneddindtbdeeeth iad edad eda hoa (51.4) 580.0 258.0 
Market performance: sé susia ice diya eadtacd deat et. deetieardde aus hes care aware (162.9) 21.5 20.3 
OPER (C2) ve gk tha Sl Ecco datesom goede we Eas Gatto debacced drew Gea e es (157.3) (159.1) (22.3) 
Ending balance ............. 0.0.00 eee e eect eenee $ 667.6 $ 1,039.2 $ 596.8 
Retail Separate Accounts 
Beginning balances... sadvs Qtek ea hed ahve Retest ass $ 13,936.8 $ 8,473.5 $ 6,784.4 
INflOWS isis dee tet. ded ehh Oe SS, PES Aa EA HEE oe Sie 3,060.7 2,730.3 1,825.5 
CUTELO WS, cz de 2.5ie,8, are ses are coed Sst a Hee pegnens, ane deh sae aoe aa hee eoacaee neha __ (2,439.8) 1,746.2) (1,156.9) 
ING b TOW Sia. 5 sat greece ay eecect tenet goeeciea, oa ae Rear Ge aie ma ae 620.9 984.1 668.6 
Market performance ........ 0... cece cece ete ene (736.3) 1,996.1 1,023.5 
OPER C2) sacea cesta. ces cose hcg teanilere ally Sara Gadedidna deft eusvavite are uatete Nadi aan ae 1,177.0 2,483.1 (3.0) 
Ending balance ............. 0.0000 c ect teeeeee nes $ 14,998.4 $ 13,936.8 $ 8,473.5 
Institutional Accounts 
Besinning balance. 005 ashen weds bess oh ee peed pe ee ead ewes $ 20,815.9 $ 5,492.7 $ 4,799.7 
INflOWS: 6-204 bo cdo ib ba dete bt bP daddetaetadeneel beta ee bad 4,143.3 1,684.4 1,345.3 
OUTLOWS s 4 Aeccsns oe eae. aah eects 8 teeececsaca aoe ad ele Gur ara eee co ee (6,542.9) (2,698.1) (1,039.3) 
INet TOWS* 2.9.3.5 ete ¥tsoes Seta webu os Gaticee oa ONS Ee as (2,399.6) (1,013.7) 306.0 
Market: performance: 325.2. c:5:cteeacaigrateca ais, acstele arate ceosmare o aip led dabatdcaeacana’d (992.0) 1,339.4 412.6 
Oe (2) yo t4d3 30 by ibadde deeded eeiaddeaadebonkebbedakeees 10,020.7 14,997.5 (25.6) 
Ending balance: «32.2: cade a4 denne sen dReSs da eh sek teeeaeea wees $ 27,445.0 $ 20,815.9 $ 5,492.7 


($ in millions) 


Years Ended December 31, 


2018 2017 2016 
Structured Products 
Beginning balance ..... 0... eee eect eee eee nes $ 3,298.8 $ 613.1 $ 356.0 
MTL WS! 2.fep ace cos cace.g shed acg sohanaavies shun haces Siabate deat amapase, code as eedeababdl a dolataee 2 421.4 474.3 316.3 
OUTIOWS * ¢.26-4c3-525 Ses badd bh ted tSb4edsie tos ieee hadeewa ss (71.0) (345.8) (70.3) 
INGE TIO WS cscs su sods goog arb idee Gace HKD a tree eee Ee tone Nees 350.4 128.5 246.0 
Market performance: x: 0:i3.4 woes nice hb es eed aoa eg ee eed APRs 180.0 65.7 20.1 
OUST 2). sazssrie Setaner aon oo ee centers lsd ey eee etna ech Gals ee ous neusceetdh ae meneans (188.9) 2,491.5 (9.0) 
Ending balance ............ 00... cece eee een nees $ 3,640.3 $ 3,298.8 $ 613.1 
Total Long-Term 
Beginning balance: ack ey cnacespeahed ew commndes Hare weewe elem ncand eae le ats $ 88,834.5 $ 45,366.3 $ 47,385.3 
InflOWS bones id bare baa So RAS da Ov Shee eS eee ee ae ee Sod 22,773.7 15,398.5 10,940.0 
QUGFLOWS® sessnceiscoasg Sie doa oshesid Sted A dobea, nes da Gonteca bees hme Cech wena Benes (26,494.0) (15,616.5) (15,612.3) 
NGtTlOWS? 5.5 sss Ps Gd ob os wd ne ees, Pach Reed a anced BS eS antes (3,720.3) (218.0) (4,672.3) 
Market: performance: tea. csosc <ctcsle ack eapacdie ae Bis Hales Wore S eee ala (4,521.6) 8,974.1 3,170.1 
Other (2) 26 bs cod dadee iwi dan nd idee aba hecdadethcas Gebers 9,824.7 34,712.1 (516.8) 
Ending balance ............. 0.0.0 cece cect cnet eee e ene $ 90,417.3 $ 88,834.5 $ 45,366.3 
Liquidity (3) 
Besinning balance 2.¢-ccp.-iab os egestas chided bed lacaes $ 2,128.7 — $§$ — 
QUDGEC2) east tok sere ate oh eek Beaters dace areca AcE eee MAAR areas (516.2) 2,128.7 —_— 
Ending balance ..............0 0.0 ccc cece eet nes $ 1,612.5 $ 2,128.7 $ —_ 
Total 
Beginning balances .c.0 escdunsadus eed sche eee eG eee eeeWaasawnas $ 90,963.2 $ 45,366.3 $ 47,385.3 
TnflOWS 3. cssaiceecei dia deb 4 tis ae ots bea adie VAS oe ee 22,773.7 15,398.5 10,940.0 
QUGPLOWS®: east isa aners: aon. a8 eoegtee pated hy asad ss Gasonyiogh Mere der avereeencmeends se eneeass (26,494.0) (15,616.5) (15,612.3) 
Net fOWS: 25.5 c.wtiatuid wan gaee dn av SGiars dria echoes Sukh de ed eee (3,720.3) (218.0) (4,672.3) 
Market performance: 2 cise nc hie tanga ales ee ela ee Bh ee (4,521.6) 8,974.1 3,170.1 
Ober (2) sos Saisie 624 bend oes wis ach heed bed eee oy ea dei Nee 9,308.5 36,840.8 (516.8) 
Ending balance .............. 00. c cece cnet ene e eee e eens $ 92,029.8 $90,963.2 $ 45,366.3 


(1) Represents assets under management of U.S. retail funds, offshore funds and variable insurance funds 

(2) Represents open-end and closed-end fund distributions net of reinvestments, the net change in assets from 
liquidity strategies, and the impact on net flows from non-sales related activities such as asset acquisitions/ 
(dispositions), seed capital investments/(withdrawals), structured products reset transactions and the use of 


leverage 


(3) Represents assets under management in liquidity strategies, including in certain open-end funds and 


institutional accounts 
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The following table summarizes our assets under management by asset class: 


December 31, Change 
2018 vs. 2017 vs. 
2018 2017 2016 2017 % 2016 % 
($ in millions) ~~ 
Asset Class 
EQUILY® gcduads bee cacemes $53,297.1 $45,779.8 $25,822.3 $7,517.3 16.4% $19,957.5 77.3% 
Fixed income ............ 33,425.22 38,740.0 15,523.6 (5,314.8) (13.7)% 23,216.4 149.6% 
Alternatives (1) ........... 3,695.0 4,314.7 4,020.4 (619.7) (14.4)% 294.3 7.3% 
Liquidity (2) ............. 1,612.5 2,128.7 — (516.2) (24.2)% 2,128.7 N/M 
Total 2.6.65. ed eee ners $92,029.8 $90,963.2 $45,366.3 $ 1,066.6 1.2% $45,596.9 100.5% 


() 
strategies and other 
(2) 


institutional accounts 


Average Assets Under Management and Average Fees Earned 


Consists of real estate securities, mid-stream energy securities and master limited partnerships, options 


Represents assets under management in liquidity strategies, including certain open-end funds and 


The following table summarizes the average management fees earned in basis points and average assets 


under management: 


Average Fee Earned 


($ in millions, except average fee earned data which is in basis 


points) 


(expressed in basis 


December 


31, 


Average Assets Under Management 


points) 
2018 
Products 
Open-End Funds (1)... 0... eee eee eee 52.6 
Closed-End Funds ............ 2.0.0 cece eee eeees 66.0 
Exchange Traded Funds ......................0.0. 14.9 
Retail Separate Accounts ..................00000. 48.2 
Institutional Accounts .......... 0.00000 cece eee 31.1 
Structured Products, <2 csdacesvass ieee oeeevas as 43.1 
All Long-Term Products ................... 46.4 
Ieiquidity (3) sc.3.000s0odadedirdertd edie toh bake 10.4 
All Products: 0.665 ei hse ebb Rhee OS 45.7 
(1) 


(2) 


Averages are calculated as follows: 
- Funds—average daily or weekly balances 


50.9 


($ in millions) (2) 
2018 2017 2016 

$43,622.8 $34,932.6 $25,551.7 
6,283.7 6,770.0 6,583.6 
984.9 890.8 406.3 
15,069.1 11,001.2 7,273.9 
24,965.8  14,515.0 5,009.4 
3,640.9 2,102.8 500.3 
94,567.2 70,212.4 45,325.2 

1,711.0 2,073.7 — 
$96,278.2 $72,286.1 $45,325.2 


Represents assets under management of U.S. retail funds, offshore funds and variable insurance funds 


- Retail Separate Accounts—prior-quarter ending balance or average of month-end balances in quarter 
- Institutional Accounts and Structured Products—average of month-end balances in quarter 


(3) 


institutional accounts 


Represents assets under management in liquidity strategies, including certain open-end funds and 


Average fees earned represent investment management fees, net of fees paid to third-party investment 
management service providers and investment management fees earned from consolidated investment products, 
divided by average net assets. Open-end fund, closed-end fund and exchange traded fund fees are calculated 
based on average daily or weekly net assets. Retail separate account fees are calculated based on the end of the 
preceding or current quarter’s asset values or on an average of month-end balances. Institutional account fees are 
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calculated based on an average of month-end balances or current quarter’s asset values. Structured product fees 
are calculated based on a combination of the underlying cash flows and the principal value of the product. 


Average fees earned will vary based on several factors, including the asset mix and expense reimbursements to 
funds. 


Year ended December 31, 2018 compared to year ended December 31, 2017. The average fee rate earned on 
long-term products for 2018 decreased by 0.5 basis points compared to the prior year, primarily due to the impact 
on the average fees earned as a result of the assets from the Acquired Businesses having lower blended fee rates. 
The products most impacted by the Acquired Businesses were institutional accounts and retail separate accounts, 
where the additional assets had a lower overall fee rate. The decrease in the average fee rates for ETFs was 
primarily due to higher fund expense reimbursements on newly-launched funds. These decreases were partially 
offset by shifts in the underlying asset mix to higher fee earning strategies in open-end funds and certain 
incentive related fees earned primarily from structured products. 


Year ended December 31, 2017 compared to year ended December 31, 2016. The average fee rate earned on 
long-term products for 2017 decreased by 4.0 basis points compared to the same period in the prior year, 
primarily due to the impact of the lower blended fee rate of the assets from the RW Acquisition. The product 
categories most impacted were institutional accounts and retail separate accounts, where the additional assets 
were primarily in fixed income strategies. The 0.4 basis point increase in average fees earned on open-end funds 
was primarily attributable to market appreciation and positive net flows in higher fee equity products. 


Results of Operations 


Summary Financial Data 


Years Ended December 31, Change 
2018 2017 2016 2018 vs. 2017 % 2017 vs. 2016 % 

($ in thousands) 
Investment management fees ...... $437,021 $331,075 $235,230 $105,946 32.0% $ 95,845 40.7% 
Other revenue ...............04. 115,214 94,532 87,324 20,682 21.9% 7,208 8.3% 
Total revenues ................ 552,235 425,607 322,554 126,628 29.8% _ 103,053 31.9% 
Total operating expenses ........ 439,136 367,572 271,740 71,564 19.5% 95,832 35.3% 
Operating income (loss) ......... 113,099 58,035 50,814 55,064 94.9% 7,221 14.2% 
Other income (expense), net ...... (23,180) 18,161 8,819 (41,341) (227.6)% 9,342 105.9% 
Interest income (expense), net ..... 19,122 4,233 10,174 14,889 351.7% (5,941)  (58.4)% 
Income (loss) before income 

HAXKOS: oc: oe tk ace iet Herd Le haadls 109,041 80,429 69,807 28,612 35.6% 10,622 15.2% 
Income tax expense (benefit) ...... 32,961 40,490 21,044 (7,529) (18.6)% 19,446 92.4% 
Net income (loss) .............. 76,080 39,939 48,763 36,141 90.5% (8,824) (18.1)% 
Noncontrolling interests .......... (551) (2,927) (261) 2,376 (81.2)% (2,666) 1,021.5% 
Net Income (Loss) Attributable to 

Stockholders ................ $ 75,529 $ 37,012 $ 48,502 $ 38,517 104.1% $(11,490) (23.7)% 
Preferred stockholder dividends ... (8,337) (8,336) _ (1) — % $ (8,336) N/M 
Net Income (Loss) Attributable to 

Common Stockholders ......... 67,192 28,676 48,502 38,516 134.3% $(19,826)  (40.9)% 
Earnings (loss) per 

share—diluted .............. $ 886 $ 3.96 $ 6.20 $ 4.90 123.7% $ (2.24) (36.1)% 
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Revenues 


Revenues by source were as follows: 


Years Ended December 31, Change 

($ in thousands) 2018 2017 2016 2018 vs.2017 % 2017 vs.2016 % 
Investment management fees 
Open-end funds .................0... $231,175 $175,260 $129,542 $ 55,915 31.9% $ 45,718 35.3% 
Closed-end funds ...............000. 41,455 44,687 43,342 (3,232) (7.2)% 1,345 3.1% 
Retail separate accounts .............. 73,532 54,252 40,155 19,280 35.5% 14,097 35.1% 
Institutional accounts ................ 77,711 46,600 18,707 31,111 66.8% 27,893 149.1% 
Structured products .................. 9,622 6,302 2,211 3,320 52.7% 4,091 185.0% 
Other products ...............0-0005- 3,526 3,974 1,273 (448) (11.3)% 2,701 212.2% 
Total investment management fees .... 437,021 331,075 235,230 105,946 32.0% 95,845 40.7% 
Distribution and service fees ......... 50,715 44,322 48,250 6,393 14.4% (3,928) (8.1)% 
Administration and shareholder service 

FEES 2. eee ees 63,614 48,996 38,261 14,618 29.8% 10,735 28.1% 
Other income and fees .............. 885 1,214 813 (329) (27.1)% 401 49.3% 
Total revenues .................005. $552,235 $425,607 $322,554 $126,628 29.8% $103,053 31.9% 


Investment Management Fees 


Investment management fees are earned based on a percentage of assets under management and are paid 
pursuant to the terms of the respective investment management contracts, which generally require monthly or 
quarterly payments. 


Year ended December 31, 2018 compared to year ended December 31, 2017. Investment management fees 
increased by $105.9 million, or 32.0%, for the year ended December 31, 2018 due to a 33.2%, or $24.0 billion, 
increase in average assets under management, primarily as a result of the Acquired Businesses. 


Year ended December 31, 2017 compared to year ended December 31, 2016. Investment management fees 
increased by $95.8 million, or 40.7%, for the year ended December 31, 2017 due to a 59.5%, or $27.0 billion, 
increase in average assets under management, primarily as a result of the RW Acquisition as well as positive 
market performance for the year. The year ended December 31, 2017 included approximately $77.1 million of 
investment management fee revenues generated by additional assets from the RW Acquisition. 


Distribution and Service Fees 


Distribution and service fees are asset-based fees earned from open-end funds for marketing and distribution 
services. 


Year ended December 31, 2018 compared to year ended December 31, 2017. Distribution and service fees 
increased by $6.4 million, or 14.4%, for the year ended December 31, 2018, primarily due to the adoption of 
ASC 606 Revenue from Contracts with Customers (“ASC 606”). The adoption of ASC 606 resulted in a change 
from the Company’s prior presentation whereby front-end sales charges earned for the sale execution of certain 
share classes were previously presented net of the amounts retained by unaffiliated third-party dealers and banks. 
These front-end sales charges earned are now presented on a gross basis. 


Year ended December 31, 2017 compared to year ended December 31, 2016. Distribution and service fees 


decreased by $3.9 million, or 8.1%, for the year ended December 31, 2017 due to lower average open-end assets 
under management in share classes that have distribution and service fees. 
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Administration and Shareholder Servicing Fees 


Administration and shareholder servicing fees represent fees earned for fund administration and shareholder 
services from our open-end mutual funds and certain of our closed-end funds. 


Year ended December 31, 2018 compared to year ended December 31, 2017. Fund administration and 
shareholder servicing fees increased $14.6 million, or 29.8%, for the year ended December 31, 2018 primarily 
due to an increase in administration and shareholder servicing fees of $9.9 million in 2018 as a result of the RW 
Acquisition, which were largely offset by higher fund expense reimbursements which are included in net 
investment management fees. 


Year ended December 31, 2017 compared to year ended December 31, 2016. Fund administration and 
shareholder servicing fees increased $10.7 million, or 28.1%, for the year ended December 31, 2017 primarily 
due to $9.8 million in additional administration and shareholder servicing fees as a result of the additional assets 
and funds from the RW Acquisition which more than offset higher fund expense reimbursements included in net 
investment management fees. 


Other Income and Fees 


Other income and fees primarily represent contingent sales charges earned from investor redemptions of 
certain shares sold without a front-end sales charge. 


Year ended December 31, 2018 compared to year ended December 31, 2017. Other income and fees 
decreased $0.3 million, or 27.1%, in 2018. The decrease was primarily due to $0.5 million in other income 
related to the recovery of costs from a third-party service provider during the first quarter of 2017 that did not 
recur in 2018. 


Year ended December 31, 2017 compared to year ended December 31, 2016. Other income and fees 
increased $0.4 million, or 49.3%, primarily due to an increase in other income related to the recovery of costs 
from a third-party service provider during the first quarter of 2017. 


Operating Expenses 


Operating expenses by category were as follows: 


Years Ended December 31, Change 
2018 vs. 2017 vs. 
2018 2017 2016 2017 % 2016 % 
($ in thousands) >. > 
Operating expenses 
Employment expenses ............... $238,501 $191,394 $135,641 $47,107 24.6% $55,753 41.1% 
Distribution and other asset-based 
EXPENSES 4 aicces dale es dee Oooo 92.441 71,987 69,049 20,454 28.4% 2,938 4.3% 
Other operating expenses ............. 74,853 69,410 50,274 5,443, 7.8% 19,136 38.1% 
Other operating expenses of consolidated 
investment products ............... 3.515 8,531 6,953 = (5,016) (58.8)% 1,578 22.7% 
Restructuring and severance ........... 87 —-10,580 4,270 (10,493) (99.2)% 6,310 147.8% 
Depreciation and other amortization... .. 4,597 3,497 3,092 1,100 31.5% 405 13.1% 
Amortization expense ................ 25,142 12,173 2,461 12,969 106.5% 9,712 394.6% 
Total operating expenses ................ $439,136 $367,572 $271,740 $ 71,564 19.5%$95,832 35.3% 


Employment Expenses 


Employment expenses primarily consist of fixed and variable compensation and related employee benefit 
costs. 
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Year ended December 31, 2018 compared to year ended December 31, 2017. Employment expenses of 
$238.5 million increased $47.1 million, or 24.6%, from the prior year ended December 31, 2017. The increase 
reflects the addition of employees from the Acquired Businesses and higher profit-based compensation primarily 
related to increased profits at our affiliates. 


Year ended December 31, 2017 compared to year ended December 31, 2016. Employment expenses of 
$191.4 million increased $55.8 million, or 41.1%, from the prior year. The increase reflected $30.9 million of 
employment expenses as a result of the June 1, 2017 addition of employees from the RW Acquisition and higher 
sales-based and profit-based compensation, due to a 40.7% increase in total sales and increased profits at our 
affiliates. 


Distribution and Other Asset-Based Expenses 


Distribution and other asset-based expenses consist primarily of payments to third-party distribution 
partners for providing services to investors in our funds and payments to third-party service providers for 
investment management-related services. These payments are primarily based on percentages of assets under 
management or revenues. These expenses also include the amortization of deferred sales commissions related to 
up-front commissions on shares sold without a front-end sales charge to shareholders. The deferred sales 
commissions are amortized on a straight-line basis over the periods in which commissions are generally 
recovered from distribution fee revenues and contingent sales charges received from shareholders of the funds 
upon redemption of their shares. 


Year ended December 31, 2018 compared to year ended December 31, 2017. Distribution and other asset- 
based expenses increased $20.5 million, or 28.4%, from the prior year due to the adoption of ASC 606 which 
resulted in the gross presentation of front-end sales charges earned and paid on certain open-end mutual fund 
share classes. Additionally, there were increased asset-based shareholder service fees to financial intermediaries 
related to mutual funds from the RW Acquisition, as compared to the prior year. 


Year ended December 31, 2017 compared to year ended December 31, 2016. Distribution and other asset- 
based expenses increased $2.9 million, or 4.3%, from the prior year primarily due to increased asset-based 
shareholder service fees to financial intermediaries related to mutual funds from the RW Acquisition. 


Other Operating Expenses 


Other operating expenses primarily consist of investment research and technology costs, professional fees, 
travel and distribution related costs, rent and occupancy expenses, and other business costs. 


Year ended December 31, 2018 compared to year ended December 31, 2017. Other operating expenses 
increased $5.4 million, or 7.8%, to $74.9 million for the year ended December 31, 2018 from the prior year 
primarily due to the Acquired Businesses. 


Year ended December 31, 2017 compared to year ended December 31, 2016. Other operating expenses 
increased $19.1 million, or 38.1%, to $69.4 million for the year ended December 31, 2017 from the prior year 
primarily due to $9.7 million of acquisition and integration expenses from professional fees and other operating 
expenses relating to the RW Acquisition. 


Other Operating Expenses of Consolidated Investment Products 


Year ended December 31, 2018 compared to year ended December 31, 2017. Other operating expenses of 
consolidated investment products decreased $5.0 million, or 58.8%, to $3.5 million for the year ended 
December 31, 2018 from the prior year primarily due to non-recurring refinancing costs incurred in the prior year 
for one of our consolidated CLOs. 
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Year ended December 31, 2017 compared to year ended December 31, 2016. Other operating expenses of 
consolidated investment products increased $1.6 million, or 22.7%, to $8.5 million for the year ended 
December 31, 2017 from the prior year primarily due to $1.5 million in higher operating expenses attributable to 
the addition of four consolidated investment products as a result of the RW Acquisition. 


Restructuring and Severance 


Year ended December 31, 2018 compared to year ended December 31, 2017. During the year ended 
December 31, 2017, we incurred $10.6 million in restructuring and severance costs primarily related to the RW 
Acquisition, comprised of $9.6 million in severance costs related to staff reductions and $1.0 million in 
restructuring costs related to future lease obligations and leasehold improvement write-offs. We did not incur 
significant restructuring and severance costs in the current year. 


Year ended December 31, 2017 compared to year ended December 31, 2016. During the year ended 
December 31, 2017, we incurred $10.6 million in restructuring and severance costs primarily related to the RW 
Acquisition, which resulted in $9.6 million in severance costs related to staff reductions and $1.0 million in 
restructuring costs related to future lease obligations and leasehold improvement write-offs. We incurred $4.3 
million in restructuring and severance costs for the year ended December 31, 2016. Approximately $3.9 million 
was related to severance costs associated with staff reductions, primarily in business support areas, and $0.4 
million related to future lease obligations and leasehold improvements for vacated office space. 


Depreciation and Other Amortization 


Depreciation and other amortization consists primarily of the straight-line depreciation of furniture, 
equipment and leasehold improvements. 


Year ended December 31, 2018 compared to year ended December 31, 2017. Depreciation and other 
amortization increased $1.1 million, or 31.5%, to $4.6 million for the year ended December 31, 2018 primarily 
due to an increase in assets as a result of the Acquired Businesses. 


Year ended December 31, 2017 compared to year ended December 31, 2016. Depreciation and other 
amortization expense increased $0.4 million, or 13.1%, to $3.5 million for the year ended December 31, 2017 
primarily due to an increase in assets as a result of the RW Acquisition. 


Amortization Expense 


Amortization expense consists of the amortization of definite-lived intangible assets, over their estimated 
useful lives. 


Year ended December 31, 2018 compared to year ended December 31, 2017. Amortization expense 
increased $13.0 million, or 106.5%, to $25.1 million for the year ended December 31, 2018 primarily due to an 
increase in definite lived intangible assets as a result of the Acquired Businesses. 


Year ended December 31, 2017 compared to year ended December 31, 2016. Amortization expense 


increased $9.7 million, or 394.6%, to $12.2 million for the year ended December 31, 2017 primarily due to an 
increase in definite lived intangible assets as a result of the RW Acquisition. 
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Other Income (Expense), net 


Other Income (Expense), net by category were as follows: 


Years Ended December 31, Change 


2018 vs. 2017 vs. 
2018 2017 2016 2017 % 2016 % 


($ in thousands) 
Other Income (Expense) 
Realized and unrealized gain (loss) on 
investments, net ........ 0.0... ee eee eee $ (5,217)$ 2,973 $4,982 $ (8,190) (275.5)% $(2,009) 40.3% 
Realized and unrealized gain (loss) on 
investments of consolidated investment 


products, net 2... 0.0.0... eee eee eee ee (21,252) 13,553 2,748 (34,805) (256.8)% 10,805 (393.2)% 
Other income (expense), net .............-.. 3,289 =1,635 1,089 1,654 101.2% 546 =50.1% 
Total Other Income (Expense), net ......... $(23,180) $18,161 $8,819 $(41,341) (227.6)%$ 9,342 (105.9) % 


Realized and Unrealized Gain (Loss) on Investments, net 


Year ended December 31, 2018 compared to year ended December 31, 2017. Realized and unrealized gain 
(loss) on investments, net decreased for the year ended December 31, 2018 by $8.2 million from the prior year. 
The realized and unrealized losses on investments, net during the year ended December 31, 2018 were primarily 
attributable to unrealized losses on investments in international equity and alternative strategies, consistent with 
broad equity market indices. The realized and unrealized gains on investments, net during the year ended 
December 31, 2017 primarily consisted of unrealized gains on investments in domestic equity strategies. 


Year ended December 31, 2017 compared to year ended December 31, 2016. Realized and unrealized gain 
(loss) on investments, net decreased for the year ended December 31, 2017 by $2.0 million from the prior year. 
The realized and unrealized gains on investments, net during the year ended December 31, 2017 were primarily 
attributable to unrealized gains on our domestic equity strategies. The realized and unrealized gains on 
investments, net during the year ended December 31, 2016 primarily consisted of a realized gain of 
approximately $2.9 million on the sale of one of our equity method investments and unrealized gains of $1.3 
million from small cap and emerging market equity strategies. 


Realized and Unrealized Gain (Loss) on Investments of Consolidated Investment Products, net 


Year ended December 31, 2018 compared to year ended December 31, 2017. Realized and unrealized gain 
(loss), net on investments of consolidated investment products decreased $34.8 million from the prior year. The 
decrease primarily consisted of unrealized losses of $47.6 million on the investments of our CIPs, primarily due 
to changes in market values of leveraged loans, partially offset by $12.8 million in changes on the notes payable. 


Year ended December 31, 2017 compared to year ended December 31, 2016. Realized and unrealized gains, 
net on investments of consolidated investment products increased by $10.8 million from the prior year. The 
increase primarily consisted of $15.3 million in changes on the notes payable, partially offset by unrealized 
losses of $1.8 million on the investments of our CIPs. 


Other Income (Expense), net 


Year ended December 31, 2018 compared to year ended December 31, 2017. Other income (expense), net 
increased during the year ended December 31, 2018 by $1.7 million, or 101.2%, as compared to the prior year. 
The increase was due to higher earnings on equity method investments. 
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Year ended December 31, 2017 compared to year ended December 31, 2016. Other income (expense), net 
increased $0.6 million, or 50.1% compared to the prior year due to higher earnings on equity method investments 
and the RW Acquisition. 


Interest Income, net 


Interest Income, (Expense), net by category were as follows: 


Years Ended December 31, Change 
2018 2017 2016 2018 vs.2017 % 2017 vs. 2016 % 
($ in thousands) a 
Interest Income (Expense) 
Interest expense .......... 0.000.008 $(19,445) $(12,007)$ (679) $ (7,438) 61.9% $(11,328) (1,668.3)% 
Interest and dividend income ......... 4,999 2,160 $ 1,743 2,839 131.4% 417 23.9% 
Interest and dividend income of 
investments of consolidated 
investment products .............. 98,356 49,323 $ 20,402 49,033 99.4% 28,921 141.8% 
Interest expense of consolidated 
investment products .............. (64,788) (35,243) (11,292) (29,545) 83.8% (23,951) 212.1% 
Total Interest Income, net .......... $ 19,122 $ 4,233 $10,174 $14,889 351.7% $ (5,941) (58.4) % 


Interest Expense 


Year ended December 31, 2018 compared to year ended December 31, 2017. Interest expense increased 
$7.4 million for the year ended December 31, 2018 compared to the prior year due to the higher average level of 
debt outstanding compared to the prior year. 


Year ended December 31, 2017 compared to year ended December 31, 2016. Interest expense increased 
$11.3 million for the year ended December 31, 2017 compared to the prior year due to the write-off of $1.1 
million in unamortized deferred financing costs as a result of the termination of a prior credit facility and $1.2 
million in delayed draw fees associated with our new credit agreement and a higher average level of debt 
outstanding compared to the same period in the prior year. 


Interest and Dividend Income 


Interest and dividend income consists of interest and dividend income earned on cash equivalents and our 
marketable securities. 


Year ended December 31, 2018 compared to year ended December 31, 2017. Interest and dividend income 
increased $2.8 million, or 131.4%, in 2018 compared to the prior year primarily due to a higher concentration of 
our investments in CLOs as compared to the prior year. 


Year ended December 31, 2017 compared to year ended December 31, 2016. Interest and dividend income 
increased $0.4 million, or 23.9%, in 2017 compared to the prior year primarily due to a higher concentration of 
dividend paying marketable securities during 2017 compared to the prior year. 


Interest and Dividend Income of Investments of Consolidated Investment Products 


Year ended December 31, 2018 compared to year ended December 31, 2017. Interest and dividend income 
of consolidated investment products increased $49.0 million, or 99.4%, compared to the prior year primarily due 
a higher balance of investments of our consolidated investment products due to the RW Acquisition. 
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Year ended December 31, 2017 compared to year ended December 31, 2016. Interest and dividend income 
of consolidated investment products increased $28.9 million, or 141.8%, compared to the prior year primarily 
due a higher balance of investments of our consolidated investment products compared to prior year. 


Interest Expense of Consolidated Investment Products 


Year ended December 31, 2018 compared to year ended December 31, 2017. Interest expense increased by 
$29.5 million, or 83.8%, compared to the prior year primarily due to higher average debt balances for our CIPs 
primarily from the RW Acquisition. 


Year ended December 31, 2017 compared to year ended December 31, 2016. Interest expense increased by 
$24.0 million, or 212.1%, compared to the prior year primarily due to higher average debt balances for our CIPs. 


Income Tax Expense 


Year ended December 31, 2018 compared to year ended December 31, 2017. The provision for income 
taxes reflected U.S. federal, state and local taxes at an estimated effective tax rate of 30.2% and 50.3% for 2018 
and 2017, respectively. On December 22, 2017, the Tax Cuts and Jobs Act (the Tax Act) was enacted, which 
among other items reduced the federal corporate tax rate to 21% effective January 1, 2018. This decrease in tax 
rates was partially offset by a decrease in the tax benefit associated with valuation allowance changes related to 
our investments. 


Year ended December 31, 2017 compared to year ended December 31, 2016. The provision for income 
taxes reflected U.S. federal, state and local taxes at an estimated effective tax rate of 50.3% and 30.1% for 2017 
and 2016, respectively. The Securities and Exchange Commission (SEC) issued Staff Accounting Bulletin 
No. 118, which specifies, among other things, that reasonable estimates of the income tax effects of the Tax Act 
should be used, if determinable. Accordingly, financial results for 2017 included an increase in income tax 
expense of $13.1 million resulting primarily from the revaluation of deferred tax assets to reflect the new federal 
corporate tax rate. 


Effects of Inflation 


Inflationary pressures can result in increases to our cost structure, especially to the extent that large expense 
components such as compensation are impacted. To the degree that these expense increases are not recoverable 
or cannot be counterbalanced through pricing increases due to the competitive environment, our profitability 
could be negatively impacted. In addition, the value of the assets that we manage may be negatively impacted if 
inflationary expectations result in a rising interest rate environment. Declines in the values of these assets under 
management could lead to reduced revenues as management fees are generally earned as a percent of assets 
under management. 
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Liquidity and Capital Resources 
Certain Financial Data 


The following tables summarize certain financial data relating to our liquidity and capital resources: 


December 31, Change 
2018 vs. 2017 vs. 

($ in thousands) 2018 2017 2016 2017 % 2016 % 
Balance Sheet Data 
Cash and cash equivalents ....... $201,705 $132,150 $ 64,588 $ 69,555 52.6% $ 67,562 104.6% 
Investments ...............-.. 79,558 108,492 89,371 (28,934) (26.7)% 19,121 21.4% 
IDEDE ns Koted aeht icc heddades 329,184 248,320 30,000 80,864 32.6% 218,320 727.7% 
Redeemable noncontrolling 

INTELESES: 2 ecedgas hb sesww set 57,481 4,178 37,266 53,303 1,275.8% (33,088) (88.8)% 
Total equity” is & eidise-e susie argue ees 643,867 605,224 321,673 38,643 6.4% 283,551 88.1% 

Years Ended December 31, Change 
2018 vs. 2017 vs. 

($ in thousands) 2018 2017 2016 2017 % 2016 % 
Cash Flow Data 
Provided by (used in) 
Operating activities ......... $ (62,555) $(182,859) $ 20,918 $ 120,304 (65.8)% $(203,777) 974.2% 
Investing activities ......... (121,228) (416,994) 3,079 295,766 (70.9)% (420,073) 13,643.2% 
Financing activities ......... 204,157 750,464 (48,063) (546,307) (72.8)% 798,527 (1,661.4)% 

Overview 


At December 31, 2018, we had $201.7 million of cash and cash equivalents and $79.6 million of 
investments which includes $61.3 million of investment securities compared to $132.2 million of cash and cash 
equivalents and $108.5 million of investments which includes $89.8 million of investment securities at 
December 31, 2017. 


On July 1, 2018, we closed on the acquisition of a majority interest in SGA that was funded with $105.0 
million in additional term loan debt and existing balance sheet resources. At December 31, 2018, we had $340.6 
million outstanding under our term loan maturing June 1, 2024 (the “Term Loan”) and no outstanding 
borrowings under our $100.0 million revolving credit facility (the “Credit Facility’). 


Uses of Capital 


Our main uses of capital related to operating activities include payments of annual incentive compensation, 
interest on our indebtedness, income taxes, and other operating expenses, which primarily consist of investment 
research, technology costs, professional fees, distribution and occupancy costs. Annual incentive compensation, 
which is one of the largest annual operating cash expenditures, is typically paid in the first quarter of the year. In 
the first quarter of 2018 and 2017, we paid approximately $74.1 million and $39.7 million, respectively, in 
incentive compensation earned during the years ended December 31, 2017 and 2016, respectively. 


In addition to operating activities, other uses of cash could include: (i) investments in organic growth, 
including expanding our distribution efforts; (ii) seeding or launching new products, including seeding funds or 
sponsoring CLO issuances; (iii) principal payments on debt outstanding through scheduled amortization, excess 
cash flow payment requirements or additional paydowns; (iv) dividend payments to preferred and common 
stockholders; (v) common share repurchases; (vi) investments in our infrastructure; (vil) investments in inorganic 
growth opportunities as they arise; (viii) integration costs, including restructuring and severance, related to 
potential acquisitions, if any; and (ix) potential purchases of affiliate noncontrolling interests. 
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Capital and Reserve Requirements 


We operate two broker-dealer subsidiaries registered with the SEC that are subject to certain rules regarding 
minimum net capital. The broker-dealers are required to maintain a ratio of “aggregate indebtedness” to “net 
capital,” as defined, which may not exceed 15 to 1, and must also maintain a minimum amount of net capital. 
Failure to meet these requirements could result in adverse consequences to us including additional reporting 
requirements, a lower required ratio of aggregate indebtedness to net capital or interruption of our business. At 
December 31, 2018 and 2017, the ratio of aggregate indebtedness to net capital of our broker-dealers was below 
the maximum allowed, and net capital was significantly greater than the required minimum. 


Balance Sheet 


Cash and cash equivalents consist of cash in banks and money market fund investments. Investments consist 
primarily of investments in our affiliated mutual funds. Consolidated investment products primarily represent 
investment products to which we provide investment management services and where we have either a 
controlling financial interest or we are considered the primary beneficiary of an investment product that is a 
considered a variable interest entity. 


Operating Cash Flow 


Net cash used in operating activities of $62.6 million for 2018 decreased by $120.3 million from net cash 
used in operating activities of $182.9 million in 2017. The decrease was due to higher net income partially offset 
by less net purchases of investments by consolidated investment products during 2018. 


Net cash used in operating activities of $182.9 million for 2017 increased by $203.8 million from net cash 
provided by operating activities of $20.9 million in 2016. The increase was primarily due to an increase in net 
purchases of investments of our consolidated investment products. 


Investing Cash Flow 


Cash flows from investing activities consist primarily of capital expenditures and other investing activities 
related to our business operations. Net cash used in investing activities of $121.2 million for 2018 decreased by 
$295.8 million from net cash used in investing activities of $417.0 million in 2017. The primary investing 
activities for the year ended 2018 was the SGA Acquisition of $127.0 million. 


Net cash used in investing activities of $417.0 million for 2017 decreased by $420.1 million from net cash 
provided by investing activities of $3.1 million in 2016. The primary investing activities for the year ended 
December 31, 2017 were $393.4 million of net cash used for the RW Acquisition and $21.4 million for the 
purchase of available for sale securities. 


Financing Cash Flow 


Cash flows from financing activities consist primarily of the issuance of common and preferred stock, return 
of capital through repurchases of common shares, dividends, withholding obligations for the net share settlement 
of employee share transactions, and contributions to noncontrolling interests related to our consolidated 
investment products. Net cash provided by financing activities decreased $546.3 million to $204.2 million in 
2018 compared to net cash provided by financing activities of $750.5 million in the prior year. The primary 
reason for the decrease was due to the RW Acquisition in the prior year which included the following: cash 
raised of $220.5 million related to the issuance of preferred stock and common stock, $244.1 million in term loan 
borrowings. Additionally, the prior year included $369.0 million of net borrowings by consolidated investment 
products. Current year activity included $81.2 million in net corporate borrowings and $187.9 million of net 
proceeds from the issuance of notes payable by consolidated investment products in the current year. 
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Net cash provided by financing activities increased $798.8 million to $750.5 million in 2017 compared to 
net cash used in financing activities of $48.1 million in the prior year. The primary reason for the increase was 
due to cash raised of $220.5 million related to the issuance of preferred stock and common stock, net of issuance 
costs paid, $244.1 million in term loan borrowings, net of issuance costs paid, and $369.0 million in net 
borrowings of our consolidated investment products. These financing cash inflows were partially offset by the 
repayments of $30.0 million on our terminated credit facility. 


Credit Agreement 


At December 31, 2018, $340.6 million was outstanding under the Term Loan, and no amounts were 
outstanding under the Credit Facility. In accordance with ASC 835, /nterest, the amounts outstanding under the 
Company’s Term Loan are presented on the consolidated balance sheet net of related debt issuance costs which 
were $11.4 million as of December 31, 2018. 


Amounts outstanding under the Credit Agreement for the Term Loan and the Credit Facility bear interest at 
an annual rate equal to, at the option of the Company, either (i) LIBOR (adjusted for reserves) for interest periods 
of one, two, three or six months (or, solely in the case of the Credit Facility, if agreed to by each relevant Lender, 
twelve months or periods less than one month), subject to a “floor” of 0% for the Credit Facility and 0.75% for 
the Term Loan, or (ii) an alternate base rate, in either case plus an applicable margin. The applicable margin on 
amounts outstanding under the Credit Agreement, commencing as of the Effective Date, is 2.50%, in the case of 
LIBOR-based loans, and 1.50% in the case of alternate base rate loans, in each case subject to a 25 basis point 
reduction based on our secured net leverage ratio (as defined in the Credit Agreement) as of the last day of the 
preceding fiscal quarter being not greater than 1.00 to 1.00, as reflected in certain financial reports required under 
the Credit Agreement. 


The Credit Agreement includes a financial maintenance covenant that we will not permit the Total Net 
Leverage Ratio to exceed 2.50:1.00 as of the last day of any fiscal quarter; provided that this covenant will apply 
only if on such day the aggregate principal amount of outstanding revolving loans and letters of credit under the 
Credit Facility exceeds 30% of the aggregate revolving commitments as of such day. 


The Term Loan amortizes at the rate of 1.00% per annum payable in equal quarterly installments and will be 
mandatorily repaid with: (a) 50% of our excess cash flow, as defined in the Credit Agreement, on an annual 
basis, beginning with the fiscal year ended December 31, 2018, stepping down to 25% if our secured net leverage 
ratio declines below 1.0, and further stepping down to 0% if our secured net leverage ratio declines below 0.5; 
(b) the net proceeds of certain asset sales, casualty or condemnation events, subject to customary reinvestment 
rights; and (c) the proceeds of any indebtedness incurred other than indebtedness permitted to be incurred by the 
Credit Agreement. 


Contractual Obligations 
The following table summarizes our contractual obligations as of December 31, 2018: 


Payments Due 


Less Than More Than 
($ in millions) Total 1Year 1-3 Years 3-5 Years 5 Years 
Lease: obligations’: .4:2254 otwctde teas thee ee deeded $ 38.0 $ 6.1 $15.5 $ 69 $9.5 
MeGrim: Loan (ie. 23-5 aie) at VA heen fees Diabet 428.6 20.3 59.8 348.5 — 
Credit Facility, including commitment fee (1) .............. 1.7 0.5 1,2 — — 
Minimum payments on service contracts (2) ............... 8.4 7.5 0.8 0.1 — 
Wotall 2% sic, 66 oe.h% tiie eG eee ee Sse ees a baie haa $476.7 $34.4 $77.3 $355.5 $ 9.5 


(1) At December 31, 2018, we had $340.6 million outstanding under our Term Loan, which has a variable 
interest rate, and no amount outstanding under our Credit Facility. Payments due are estimated based on the 
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variable interest rate and commitment fee rate in effect on December 31, 2018. Debt of CIP is excluded 
from the above table as we are not obligated for these amounts. See Item 8, Financial Statements and 
Supplementary Data—Note 19 “Consolidation” for additional information 

(2) Service contracts include contractual amounts that will be due to purchase goods and services to be used in 
our operations and may be canceled at earlier times than those indicated under certain conditions that may 
include termination fees. 


Affiliate non-controlling interests that are redeemable have been excluded from the above table as there is 
significant uncertainty as to the timing and amount of any non-controlling interest purchase in the future. 
Accordingly, future payments to purchase non-controlling interests have been excluded from the above table, 
unless a put or call option has been exercised and a mandatory firm commitment exists for us to purchase such 
noncontrolling interests. 


Impact of New Accounting Standards 


For a discussion of accounting standards, see Note 2 to our consolidated financial statements. 


Off-Balance Sheet Arrangements 


We do not invest in any off-balance sheet vehicles that provide liquidity, capital resources, market or credit 
risk support nor do we engage in any leasing activities that expose us to any liability that is not reflected in our 
consolidated financial statements. 


Critical Accounting Policies and Estimates 


Our consolidated financial statements and the accompanying notes are prepared in accordance with 
accounting principles generally accepted in the United States of America, which requires the use of estimates. 
Actual results may vary from these estimates. Management believes the following critical accounting policies are 
important to understanding our results of operations and financial position. 


Consolidation 


The consolidated financial statements include the Company’s accounts, including our subsidiaries and 
investment products that are consolidated. Voting interest entities (““WOEs”’) are consolidated when we have a 
controlling financial interest which is typically present when we own a majority of the voting interest in an entity 
or otherwise have the power to govern the financial and operating policies of the entity. 


We evaluate any variable interest entities (““VIEs”) in which we have a variable interest for consolidation. A 
VIE is an entity in which either (a) the equity investment at risk is not sufficient to permit the entity to finance its 
own activities without additional financial support or (b) where as a group, the holders of the equity investment 
at risk do not possess: (i) the power, through voting or similar rights, to direct the activities that most 
significantly impact the entity’s economic performance, (ii) the obligation to absorb expected losses or the right 
to receive expected residual returns of the entity, or (111) proportionate voting and economic interests and where 
substantially all of the entity’s activities either involve, or are conducted on behalf of, an investor with 
disproportionately fewer voting rights. If an entity has any of these characteristics, it is considered a VIE and is 
required to be consolidated by its primary beneficiary. The primary beneficiary is the entity that has both the 
power to direct the activities that most significantly impact the VIE’s economic performance and has the 
obligation to absorb losses of, or the right to receive benefits from, the VIE that could potentially be significant 
to the VIE. 


Consolidated investment products include both VOEs, primarily consisting of open-end funds in which the 
Company holds a controlling financial interest, and VIEs, which primarily consist of CLOs of which the 
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Company is considered the primary beneficiary. The consolidation and deconsolidation of these investment 
products have no impact on net income (loss) attributable to stockholders. The Company’s risk with respect to 
these investment products is limited to its beneficial interests in these products. The Company has no right to the 
benefits from, and does not bear the risks associated with, these investment products beyond the Company’s 
investments in, and fees generated from, these products. 


Noncontrolling Interests 


Noncontrolling interests include third party investor equity in consolidated investment products and 
minority interests held in an affiliate. 


Noncontrolling interests—consolidated investment products 


Represents third-party investor equity in in the Company’s consolidated investment products and are 
classified as redeemable noncontrolling interests if investors in those products may request withdrawal at any 
time. 


Noncontrolling interests—affiliate 


Represents minority interests held in a consolidated affiliate. Minority interests held in an affiliate are 
subject to holder put rights and Company call rights at established multiples of earnings before interest, taxes, 
depreciation and amortization and, as such, are considered redeemable at other than fair value. They are 
exercisable at pre-established intervals (between four and seven years from their July 2018 issuance or upon 
certain conditions such as retirement). The put and call rights are not legally detachable or separately exercisable 
and are deemed to be embedded in the related noncontrolling interests. The Company, in purchasing affiliate 
equity, has the option to settle in cash or shares of common stock and is entitled to the cash flow associated with 
any purchased equity. In addition, under certain circumstances the Company may issue or sell equity interests of 
the affiliate to employees or partners of the affiliate. Affiliate minority interests are generally recorded at 
estimated redemption value within redeemable noncontrolling interests on the Company’s condensed 
consolidated balance sheets, and changes in estimated redemption value of these interests are recorded in the 
Company’s condensed consolidated statements of operations within noncontrolling interests. 


Fair Value Measurements and Fair Value of Financial Instruments 


The Financial Accounting Standards Board (“FASB”) defines fair value as the price that would be received 
to sell an asset, or paid to transfer a liability, in an orderly transaction between market participants at the 
measurement date. Accounting Standards Codification (“ASC”) 820, Fair Value Measurements and Disclosures, 
establishes a framework for measuring fair value and a valuation hierarchy based upon the transparency of inputs 
used in the valuation of an asset or liability. Classification within the hierarchy is based upon the lowest level of 
input that is significant to the fair value measurement. The valuation hierarchy contains three levels as follows: 


Level | — Quoted prices for identical instruments in active markets. Level | assets and liabilities may 
include debt securities and equity securities that are traded in an active exchange market. 


Level 2 — Quoted prices for similar instruments in active markets; quoted prices for identical or similar 
instruments in markets that are not active; and model-derived valuations in which all significant inputs and 
significant value drivers are observable in active markets. Level 2 inputs may include observable market 
data such as closing market prices provided by independent pricing services after considering factors such 
as the yields or prices of comparable investments of comparable quality, coupon, maturity, call rights and 
other potential prepayments, terms and type, reported transactions, indications as to values from dealers and 
general market conditions. In addition, pricing services may determine the fair value of equity securities 
traded principally in foreign markets when it has been determined that there has been a significant trend in 
the U.S. equity markets or in index futures trading. Level 2 assets and liabilities may include debt and equity 
securities, purchased loans and over-the-counter derivative contracts whose fair value is determined using a 
pricing model without significant unobservable market data inputs. 
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Level 3 — Valuations derived from valuation techniques in which one or more significant inputs or 
significant value drivers are unobservable in active exchange markets. 


The following is a discussion of the valuation methodologies used for the Company’s assets measured at fair 
value: 


Sponsored funds represent investments in open-end, closed-end funds and ETFs for which we act as the 
investment manager. The fair value of open-end funds is determined based on their published net asset values 
and are categorized as Level |. The fair value of closed-end funds and ETFs are determined based on the official 
closing price on the exchange on which they are traded and are categorized as Level 1. 


Equity securities include securities traded on active markets and are valued at the official closing price 
(typically last sale or bid) on the exchange on which the securities are primarily traded and are categorized as 
Level 1. 


Trading debt securities and Investments—available for sale represent investments in CLOs for which the 
Company provides investment management services. The investments in collateralized loan obligations are 
measured at fair value based on independent third party valuations and are categorized as Level 2 or Level 3. The 
independent third party valuations are based on discounted cash flow analyses and comparable trade data. 


Nonqualified retirement plan assets represent mutual funds within a nonqualified retirement plan whose fair 
value is determined based on their published net asset value and are categorized as Level 1. 


Investments of consolidated investment products represent the underlying debt and equity securities held in 
sponsored products which we consolidate. Equity securities are valued at the official closing price on the 
exchange on which the securities are traded and are categorized within Level 1. Level 2 investments include 
certain equity securities for which closing prices are not readily available or are deemed to not reflect readily 
available market prices and are valued using an independent pricing service, as well as most debt securities 
which are valued based on quotations received from independent pricing services or from dealers who make 
markets in such securities. Pricing services do not provide pricing for all securities, and therefore indicative bids 
from dealers are utilized, which are based on pricing models used by market makers in the security and are also 
included within Level 2. Level 3 investments include debt securities that are not widely traded, are illiquid and 
are priced by dealers based on pricing models used by market makers in the security. In certain instances, fair 
value has been determined utilizing discounted cash flow analyses or single broker non-binding quotes. 
Depending on the nature of the inputs, these assets are classified as Level 1, 2 or 3 within the fair value 
measurement hierarchy. 


Notes payable of consolidated investment product represents notes issued by the CLO and are measured 
using the measurement alternative in ASU 2014-13. Accordingly, the fair value of CLO liabilities was measured 
as the fair value of CLO assets less the sum of (i) the fair value of the beneficial interests held by the Company 
and (ii) the carrying value of any beneficial interests that represent compensation for services. 


Cash and cash equivalents, accounts receivable, accounts payable and accrued liabilities equal or 
approximate fair value based on the short-term nature of these instruments. Marketable securities are reflected in 
the consolidated financial statements at fair value based upon publicly quoted market prices. 


Goodwill 


As of December 31, 2018, the carrying value of goodwill was $290.4 million. Goodwill represents the 
excess of the purchase price of acquisitions over the fair value of identified net assets and liabilities acquired. We 
perform goodwill impairment tests annually, or more frequently should circumstances change, which could 
reduce the fair value below its carrying value. We have determined that we have only one reporting unit for 
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purposes of assessing the carrying value of goodwill. Goodwill impairment testing is performed whenever events 
or changes in circumstances indicated that the carrying amount may not be recoverable. If we determine that the 
carrying value of the reporting unit is less than the fair value, the second step of the goodwill impairment test will 
be performed to measure the amount of impairment loss, if any. We completed our annual goodwill impairment 
assessment as of October 31, 2018, and no impairment was identified. For purposes of this assessment, we 
considered various qualitative factors, including but not limited to certain indicators of fair value (i.e., market 
capitalization and market multiplies for asset management businesses), and we determined that it was more likely 
than not that the fair value of our reporting unit was greater than its carrying value. Only a significant decline in 
the fair value of our reporting unit would indicate that an impairment may exist. 


Indefinite-Lived Intangible Assets 


As of December 31, 2018, the carrying value of indefinite-lived intangible assets was $43.5 million. 
Indefinite-lived intangible assets comprise trade names and acquired closed-end and ETF investment advisory 
contracts. We perform indefinite-lived intangible asset impairment tests annually, or more frequently, should 
circumstances change, which could reduce the fair value of indefinite-lived intangible assets below their carrying 
value. We completed our annual indefinite-lived intangible asset impairment assessment as of October 31, 2018, 
and no impairments were identified. For purposes of this assessment, we considered various qualitative factors 
for the investment advisory contracts related to the indefinite-lived intangible assets, including but not limited to 
(i) the growth in our assets under management, (ii) the positive operating margins and (iii) the positive cash 
flows generated, and we determined that it was more likely than not that the fair value of indefinite-lived 
intangible assets was greater than their carrying value. Only a significant decline in the fair value of our 
indefinite-lived intangible assets would indicate that an impairment may exist. 


Definite-Lived Intangible Assets 


As of December 31, 2018, the carrying value of definite-lived intangible assets was $295.3 million. 
Definite-lived intangible assets comprise acquired investment advisory contracts and trade names. We monitor 
the useful lives of definite-lived intangible assets and revise the useful lives, if necessary, based on the 
circumstances. Significant judgment is required in estimating the period that these assets will contribute to our 
cash flows and the pattern over which these assets will be consumed. A change in the remaining useful life of any 
of these assets could have a significant impact on our amortization expense. All amortization expense is 
calculated on a straight-line basis. For definite-lived intangible assets, impairment testing is performed whenever 
events or changes in circumstances indicate that the carrying amount may not be recoverable. If we determine the 
carrying value of the definite-lived intangible assets is less than the sum of the undiscounted cash flows expected 
to result from the asset, we will quantify the impairment using a discounted cash flow model. 


Revenue Recognition 


Our revenues are recognized when a performance obligation is satisfied, which occurs when control of the 
services is transferred to customers. Investment management fees, distribution and service fees and 
administration and shareholder service fees are generally calculated as a percentage of average net assets of the 
investment portfolios managed. The net asset values from which investment management, distribution and 
service and administration and shareholder service fees are calculated are variable in nature and subject to factors 
outside of our control such as deposits, withdrawals and market performance. Because of this, they are 
considered constrained until the end of the contractual measurement period (monthly or quarterly) which is when 
asset values are generally determinable. 


Investment Management Fees 


We provide investment management services pursuant to investment management agreements through our 
affiliated investment advisers (each an “Adviser”’). Investment management services represent a series of distinct 
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daily service periods which are performed over time. Fees earned on funds are based on each fund’s average 
daily or weekly net assets which are generally received and calculated on a monthly basis. We record 
management fees net of investment management fees paid to unaffiliated subadvisers, as we consider ourselves 
to be an agent of the fund as it relates to the day-to-day investment management services performed by 
unaffiliated subadvisers, with our performance obligation being to arrange for the provision of that service and 
not control the specified service before that service is performed. Amounts paid to unaffiliated subadvisers for 
the years ended December 31, 2018, 2017 and 2016 were $46.7 million, $46.7 million and $47.2 million, 
respectively. 


Retail separate account fees are generally based on the end of the preceding or current quarter’s asset values 
or on an average of month-end balances. Institutional account fees are generally based on an average of month- 
end balances or current quarter’s asset values. Fees for structured finance products, for which we act as the 
collateral manager, consist of senior, subordinated and, in certain instances, incentive management fees. Senior 
and subordinated management fees are calculated at a contractual fee rate applied against the end of the 
preceding quarter par value of the total collateral being managed with subordinated fees being recognized only 
after certain portfolio criteria are met. Incentive fees on certain of our CLOs are typically a percentage of the 
excess cash flows available to holders of the subordinated notes, above a threshold level internal rate of return. 


We rely on data provided to us by service providers for the pricing of our assets under management. Our 
service providers have formal valuation policies and procedures over the valuation of investments. As of 
December 31, 2018, our total assets under management by fair value hierarchy level, as defined by ASC 820, 
Fair Value Measurements and Disclosures, were approximately 62.7% Level 1, 37.2% Level 2, and 0.1% 
Level 3. 


Distribution and Service Fees 


Distribution and service fees are asset-based fees earned from open-end funds for distribution services. 
Depending on the fund type or share class, these fees primarily consist of an asset-based fee that is charged to the 
fund over a period of years to cover allowable sales and marketing expenses for the fund or front-end sales 
charges which are based on a percentage of the offering price. Asset-based distribution and service fees are 
primarily based on percentages of the average daily net assets value and are paid monthly pursuant to the terms 
of the respective distribution and service fee contracts. 


Distribution and service fees represent two performance obligations comprised of distribution and related 
shareholder servicing activities. Distribution services are generally satisfied upon the sale of a fund share. 
Shareholder servicing activities are generally services satisfied over time. 


We distribute our open-end funds through third-party financial intermediaries that comprise national and 
regional broker dealers. These third-party financial intermediaries provide distribution and shareholder service 
activities on our behalf. We pass related distribution and service fees to these third-party financial intermediaries 
for these services and consider ourselves the principal in these arrangements as we have control of the services 
prior to the services being transferred to the customer. These payments are classified within distribution and 
other asset-based expenses. 


Administration & Shareholder Service Fees 


We provide administrative fund services to our open-end funds and certain of our closed-end funds and 
shareholder services to our open-end funds. Administration and shareholder services are performed over time. 
We earn fees based on each fund’s average daily or weekly net assets which are calculated and paid monthly. 
Administrative fund services include: record keeping, preparing and filing documents required to comply with 
securities laws, legal administration and compliance services, customer service, supervision of the activities of 
the funds’ service providers, tax services and treasury services as well as providing office space, equipment and 
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personnel that may be necessary for managing and administering the business affairs of the funds. Shareholder 
services include maintaining shareholder accounts, processing shareholder transactions, preparing filings and 
performing necessary reporting, among other things. 


Other income and fees consist primarily of redemption income on the early redemption of certain share 
classes of mutual funds. 


Accounting for Income Taxes 


We account for income taxes in accordance with ASC 740, Income Taxes, which requires recognition of the 
amount of taxes payable or refundable for the current year, as well as deferred tax liabilities and assets for the 
future tax consequences of events that have been included in our financial statements or tax returns. Deferred tax 
liabilities and assets result from differences between the book value and tax basis of our assets, liabilities and 
carry-forwards, such as net operating losses or tax credits. We recognize the tax benefit from an uncertain tax 
position only if it is more likely than not that the tax position will be sustained, based on the technical merits of 
the position. The tax benefits recognized in the financial statements from such a position are measured based on 
the largest benefit that has a greater than 50% likelihood of being realized upon ultimate settlement. We record 
interest and penalties related to income taxes as a component of income tax expense. 


Significant judgment is required in determining the provision for income taxes and, in particular, any 
valuation allowance that is recorded against our deferred tax assets. Our methodology for determining the 
realizability of deferred tax assets includes consideration of taxable income in prior carryback year(s) if 
carryback is permitted under the tax law, as well as consideration of the reversal of deferred tax liabilities that are 
in the same period and jurisdiction and are of the same character as the temporary differences that gave rise to the 
deferred tax assets. Our methodology also includes estimates of future taxable income from our operations, as 
well as the expiration dates and amounts of carryforwards related to net operating losses and capital losses. These 
estimates are projected through the life of the related deferred tax assets based on assumptions that we believe to 
be reasonable and consistent with demonstrated operating results. Changes in future operating results not 
currently forecasted may have a significant impact on the realization of deferred tax assets. Valuation allowances 
are provided when it is determined that it is more likely than not that the benefit of deferred tax assets will not be 
realized. 


Loss Contingencies 


The likelihood that a loss contingency exists is evaluated using the criteria of ASC 450, Loss Contingencies, 
and an accrued liability is recorded if the likelihood of a loss is considered both probable and reasonably 
estimable at the date of the consolidated financial statements. 


We believe that we have considered relevant circumstances that we may be currently subject to, and the 


consolidated financial statements accurately reflect our reasonable estimate of the results of our operations, 
financial condition and cash flows for the years presented. 
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Item 7A. Quantitative and Qualitative Disclosures About Market Risk. 
Market Risk 


Substantially all of our revenues are derived from investment management, distribution and service, and 
administration and shareholder servicing fees, which are based on the market value of assets under management. 
Accordingly, a decline in the market value of assets under management would cause our revenues and income to 
decline. In addition, a decline in the market value of assets under management could cause our clients to 
withdraw their investments in favor of other investments offering higher returns or lower risk, which would 
cause our revenues and income to decline. 


We are also subject to market risk due to a decline in the market value of our investments, which consist of 
marketable securities and our net interests in consolidated investment products. The following table summarizes 
the impact of a 10% increase or decrease in the fair values of these financial instruments: 


December 31, 2018 


($ in thousands) Fair Value 10% Change 
Investment Securities - Available for Sale (a) ........ $ 2,023 $ 202 
Investment Securities - Fair Value (b) .............. 59,271 5,927 
Our net interest in Consolidated Investment 

PFOGUCIS(C)) isc .ciiesd ode dohioes Gabe ee es 126,268 12,627 
Total Investments subject to Market Risk ......... $187,562 $18,756 


(a) Any unrealized gains or losses arising from changes in the fair value of available-for-sale investments are 
recognized in accumulated other comprehensive income, net of tax, until the investment is sold or otherwise 
disposed of or, if the investment is determined to be other-than-temporarily impaired, at which time the 
cumulative gain or loss previously reported in equity is included in income. The Company evaluates the 
carrying value of investments for impairment on a quarterly basis. In its impairment analysis, the Company 
takes into consideration numerous criteria, including the duration and extent of any decline in fair value and 
the intent and ability of the Company to hold the security for a period of time sufficient for a recovery in 
value. If the decline in value is determined to be other-than-temporary, the carrying value of the security is 
generally written down to fair value through the Consolidated Statement of Operations. If such a 10% 
increase or decrease in fair value were to occur, it would not result in an other-than-temporary impairment 
charge that would be material to the Company’s pre-tax earnings. 

(b) If such a 10% increase or decrease in fair values were to occur, the change of these investments would result 
in a corresponding increase or decrease in our pre-tax earnings. 

(c) These represent the Company’s direct investments in investment products that are consolidated. Upon 
consolidation, these direct investments are eliminated, and the assets and liabilities of consolidated 
investment products are consolidated in the Consolidated Balance Sheet, together with a non-controlling 
interest balance representing the portion of the consolidated investment products owned by third parties. If a 
10% increase or decrease in the fair values of the Company’s direct investments in consolidated investment 
products were to occur, it would result in a corresponding increase or decrease in the Company’s pre-tax 
earnings. 


Interest Rate Risk 


Interest rate risk is the risk that the fair value of future cash flows of a financial instrument will fluctuate 
because of changes in market interest rates. At December 31, 2018, we were exposed to interest rate risk as a 
result of approximately $152.4 million in investments we have in fixed and floating rate income products in 
which we have invested and which includes our net interests in consolidated investment products. We considered 
a hypothetical 100 basis point change in interest rates and determined that the fair value of our fixed income 
investments could change by an estimated $2.4 million. 
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At December 31, 2018, we had $340.6 million outstanding under our Credit Facility. The applicable margin 
on amounts outstanding under the Credit Agreement, commencing as of the Effective Date, is 2.50%, in the case 
of LIBOR-based loans, and 1.50% in the case of alternate base rate loans, in each case subject to a 25 basis point 
reduction based on the secured net leverage ratio (as defined in the Credit Agreement) of the Company as of the 
last day of the preceding fiscal quarter being not greater than 1.00 to 1.00, as reflected in certain financial reports 
required under the Credit Agreement. Given our borrowings are floating rate, we considered a hypothetical 100 
basis point change in the base rate of our outstanding borrowings and determined that interest expense would 
change by an estimated $3.4 million, either an increase or decrease, depending on the direction of the change in 
the base rate. 


At December 31, 2018, we had $1.6 billion outstanding of notes payable of our consolidated investment 
products. The notes bear interest at annual rates equal to the average LIBOR rate for interest periods of three 
months and six months plus, in each case, an applicable margin, that ranges from 1.00% to 8.75%. 


Item 8. Financial Statements and Supplementary Data. 


The audited Consolidated Financial Statements, including the Report of Independent Registered Public 
Accounting Firm and the required supplementary quarterly information, required by this item are presented under 
Item 15 beginning on page F-1. 


Item 9. Changes in and Disagreements With Accountants on Accounting and Financial Disclosure. 


None. 


Item 9A. Controls and Procedures. 
Evaluation of Disclosure Controls and Procedures 


We maintain disclosure controls and procedures designed to ensure that information required to be disclosed 
in reports filed or submitted under the Securities Exchange Act of 1934, as amended (the “Exchange Act’), is 
recorded, processed, summarized and reported within the time periods specified in the Securities and Exchange 
Commission’s rules and forms and that such information is accumulated and communicated to management, 
including our Chief Executive Officer and Chief Financial Officer, as appropriate, to allow timely decisions 
regarding required disclosure. Any controls and procedures, no matter how well designed and operated, can 
provide only reasonable assurance of achieving the desired control objectives. 


Our management, with the participation of our Chief Executive Officer and our Chief Financial Officer, 
evaluated the effectiveness of our disclosure controls and procedures (as defined in Rules 13a-15(e) and 
15d-15(e) of the Exchange Act) as of the end of the period covered by this Annual Report on Form 10-K. 
Consistent with guidance issued by the Securities and Exchange Commission that an assessment of internal 
controls over financial reporting of a recently acquired business may be omitted from management’s evaluation 
of disclosure controls and procedures, management is excluding an assessment of the internal controls of SGA, 
which was acquired by the Company on July 1, 2018, from its evaluation of the effectiveness of the Company’s 
disclosure controls and procedures. SGA represented approximately 6.6% of the Company’s consolidated total 
assets and 3.1% of the Company’s consolidated total revenues as of and for the year ended December 31, 2018. 


Based on their evaluation, our Chief Executive Officer and Chief Financial Officer concluded that the 
Company’s disclosure controls and procedures were effective at the reasonable assurance level as of 
December 31, 2018, the end of the period covered by this Annual Report on Form 10-K. 


Changes in Internal Controls over Financial Reporting 


There have been no changes in our internal control over financial reporting (as defined in Rule 13a-15(f) or 
15d-15(f) under the Exchange Act) that occurred during the fourth quarter of fiscal 2018 that have materially 
affected, or are reasonably likely to materially affect, our internal control over financial reporting. 
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Management’s Report on Internal Control over Financial Reporting 


Our management, with the participation of our Chief Executive Officer and Chief Financial Officer, is 
responsible for establishing and maintaining adequate internal control over financial reporting, as defined in 
Rules 13a-15(f) or 15d-15(f) of the Exchange Act. Because of its inherent limitations, internal control over 
financial reporting may not prevent or detect misstatements. Projections of any evaluation of effectiveness to 
future periods are subject to the risk that controls may become inadequate because of changes in conditions, or 
that the degree of compliance with the policy or procedures may deteriorate. Under the supervision and with the 
participation of our management, including our Chief Executive Officer and Chief Financial Officer, we have 
conducted an evaluation of the effectiveness of our internal control over financial reporting as of December 31, 
2018 based upon the Internal Control-Integrated Framework (2013) issued by the Committee of Sponsoring 
Organizations of the Treadway Commission. Consistent with guidance issued by the Securities and Exchange 
Commission that an assessment of a recently acquired business may be omitted from management’s report on 
internal control over financial reporting in the year of acquisition, management excluded an assessment of the 
effectiveness of the Company’s internal control over financial reporting related to SGA as described above. SGA 
represented approximately 6.6% of the Company’s consolidated total assets and 3.1% of the Company’s 
consolidated total revenues as of and for the fiscal year ended December 31, 2018. Based on this evaluation, 
management, including our Chief Executive Officer and Chief Financial Officer, has concluded that our internal 
control over financial reporting was effective as of December 31, 2018. 


The effectiveness of our internal control over financial reporting as of December 31, 2018 has been audited 


by Deloitte & Touche LLP, our independent registered public accounting firm, as stated in their report, which is 
included in Item 15 of this Annual Report on Form 10-K. 


Item 9B. Other Information. 


None. 
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PART Ill 


Item 10. Directors, Executive Officers and Corporate Governance. 


The information concerning the Company’s directors and nominees under the caption “Item 1—Election of 
Directors,” information concerning the Audit Committee and the “audit committee financial expert” under the 
caption “Corporate Governance—Audit Committee,” information concerning the Company’s executive officers 
under the caption “Executive Officers,” and the information under the caption “Section 16(a) Beneficial 
Ownership Reporting Compliance” in the Company’s Proxy Statement for the Company’s 2019 Annual Meeting 
of Shareholders, are incorporated herein by reference. 


The Company has adopted a Code of Conduct that applies to the Company’s Chief Executive Officer, senior 
financial officers and all other Company employees, officers and Board members. The Code of Conduct is 
available in the Corporate Governance section of the Company’s Investor Relations website, http://ir.virtus.com, 
and is available in print to any person who requests it. Any substantive amendment to the Code of Conduct and 
any waiver in favor of a Board member or an executive officer may only be granted by the Board of Directors 
and will be publicly disclosed in the Corporate Governance section of the Company’s Investor Relations website, 
http://ir.virtus.com. 


The information concerning procedures by which shareholders may recommend director nominees set forth 
under the caption “Corporate Governance—Governance Committee—Director Nomination Process” in the 
Company’s Proxy Statement for the Company’s 2019 Annual Meeting of Shareholders is incorporated herein 
by reference. 


Item 11. Executive Compensation. 


The information relating to executive compensation and the Company’s policies and practices as they relate 
to the Company’s risk management is set forth under the captions “Executive Compensation,” “Director 
Compensation,” “Corporate Governance—Compensation Committee—Risks Related to Compensation Policies 
and Practices” and “Corporate Governance—Compensation Committee—Compensation Committee Interlocks 
and Insider Participation” in the Company’s Proxy Statement for the Company’s 2019 Annual Meeting of 
Shareholders and is incorporated herein by reference. The information included under the caption “Executive 
Compensation—Report of the Compensation Committee” in the Company’s Proxy Statement for the Company’s 
2019 Annual Meeting of Shareholders is incorporated herein by reference but shall be deemed “furnished” (and 
not “filed”’) with this report. 


Item 12. Security Ownership of Certain Beneficial Owners and Management and Related Stockholder 
Matters. 


The information set forth under the caption “Security Ownership by Certain Beneficial Owners and 
Management” in the Company’s Proxy Statement for the Company’s 2019 Annual Meeting of Shareholders is 
incorporated herein by reference. 
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The following table sets forth information as of December 31, 2018 with respect to compensation plans 


under which shares of our common stock may be issued: 


EQUITY COMPENSATION PLAN INFORMATION 


(a) (b) 


Number of 
securities to be 
issued Weighted-average 
upon exercise of exercise price of 
outstanding outstanding 
options, warrants options, warrants 
Plan Category and rights and rights (1) 
Equity compensation plans approved by security 
HOMIES 'D) nice 52 habs Party pea bey seeks eaves ooeo 628,989 $12.86 
Equity compensation plans not approved by security 
OID ELS? sdse. 4h ceteha aes Wclent eed edd REN ee eae ee Pena — — 
POUL: 4yscayn dsececesacecenorte fe ceacuacten Supe, Raneeaara ease aaa ahaa 628,989 $12.86 


(c) 


Number of 
securities remaining 
available for future 

issuance 
under equity 
compensation plans 

(excluding 
securities reflected 

in column (a)) 


297,407 


297,407 


(1) The weighted-average exercise price set forth in this column is calculated excluding outstanding restricted 
stock unit awards (“RSUs”) since recipients of such awards are not required to pay an exercise price to 


receive the shares subject to these awards. 


(2) Represents 76,751 shares of common stock issuable upon the exercise of stock options and 552,238 shares 
of our common stock issuable upon the vesting of RSUs outstanding under the Company’s Omnibus 
Incentive and Equity Plan (the “Omnibus Plan”). Of the 2,400,000 maximum number of shares of our 
common stock authorized for issuance under the Omnibus Plan, 100,841 shares of common stock have been 


issued on a cumulative basis in the form of direct grants to directors. 


Item 13. Certain Relationships and Related Transactions, and Director Independence. 


The information set forth under the captions “Corporate Governance—Transactions with Related Persons” 
and “Corporate Governance—Director Independence” in the Company’s Proxy Statement for the Company’s 


2019 Annual Meeting of Shareholders is incorporated herein by reference. 


Item 14. Principal Accounting Fees and Services. 


The information regarding auditors fees and services and the Company’s pre-approval policies and 
procedures for audit and non-audit services to be provided by the Company’s independent registered public 
accounting firm set forth under the caption “Item 2—Ratification of the Appointment of the Independent 
Registered Public Accounting Firm” in the Company’s Proxy Statement for the 2019 Annual Meeting of 


Shareholders is incorporated herein by reference. 
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PART IV 


Item 15. Exhibits, Financial Statement Schedules. 


(a)(1) Financial Statements: The following Report of Independent Registered Public Accounting Firm and 
Consolidated Financial Statements of Virtus are included in this Annual Report: 


Report of Independent Registered Public Accounting Firm 

Report of Independent Registered Public Accounting Firm 

Consolidated Balance Sheets as of December 31, 2018 and 2017 

Consolidated Statements of Operations for the Years Ended December 31, 2018, 2017 and 2016 


Consolidated Statements of Comprehensive Income for the Years Ended December 31, 2018, 2017 
and 2016 


Consolidated Statements of Changes in Stockholders’ Equity for the Years Ended December 31, 
2018, 2017 and 2016 


Consolidated Statements of Cash Flows for the Years Ended December 31, 2018, 2017 and 2016 
Notes to Consolidated Financial Statements 


(a)(2) Financial Statement Schedules: 


All financial statement schedules have been omitted because the required information is either presented in 
the consolidated financial statements or the notes thereto or is not applicable or required. 
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(a)(3) Exhibits: 
The following exhibits are filed herewith or incorporated herein by reference: 


Exhibit 


Number Exhibit Description 
(2) Plan of Acquisition, Reorganization, Arrangement, Liquidation or Succession 
*2.1 Separation Agreement, Plan of Reorganization and Distribution by and between The Phoenix 


Companies, Inc. and the Registrant, dated as of December 18, 2008 (incorporated by reference to 
Exhibit 2.1 of the Registrant’s Amendment No. 4 to Form 10, filed December 19, 2008). 


"22 Agreement and Plan of Merger dated as of December 16, 2016 among the Registrant, 100 Pearl 
Street 2, LLC, Lightyear Fund III, AIV-2, L.P., and RidgeWorth Holdings LLC (incorporated by 
reference to Exhibit 2.1 to the Registrant’s Current Report on Form 8-K, filed December 22, 2016). 


2.3 Securities Purchase Agreement among the Registrant, Sustainable Growth Advisers, LP (“SGA”), 
SGIA, LLC, Estancia Capital Partners, L.P. and each of the management partners of SGA named 
therein, dated as of February 1, 2018 (incorporated by reference to Exhibit 2.3 of the Registrant’s 
Annual Report on Form 10-K, filed February 27, 2018). 


(3) Articles of Incorporation and Bylaws 


3.1 Amended and Restated Certificate of Incorporation of the Registrant, dated December 18, 2008 
(incorporated by reference to Exhibit 3.1 of the Registrant’s Amendment No. 4 to Form 10, filed 
December 19, 2008). 


3.2 Amended and Restated Bylaws of the Registrant, as amended on February 14, 2018 (incorporated 
by reference to Exhibit 3.1 of the Registrant’s Current Report on Form 8-K, filed February 16, 
2018). 

3.3 Certificate of Designations of Series A Non-Voting Convertible Preferred Stock and Series B 


Voting Convertible Preferred Stock of the Registrant, dated October 31, 2008 (incorporated by 
reference to Exhibit 4.2 of the Registrant’s Amendment No. 2 to Form 10, filed November 14, 
2008). 


3.4 Certificate of Amendment of the Certificate of Designations of Series A Non-Voting Convertible 
Preferred Stock and Series B Voting Convertible Preferred Stock of the Registrant (incorporated by 
reference to Exhibit 3.1 of the Registrant’s Quarterly Report on Form 10-Q, filed August 13, 2009). 


3.5 Certificate of Designations of Series C Junior Participating Preferred Stock of the Registrant, dated 
December 29, 2008 (incorporated by reference to Exhibit 3.1 of the Registrant’s Current Report on 
Form 8-K, filed January 2, 2009). 


3.6 Certificate of Designations of 7.25% Series D Mandatory Convertible Preferred Stock of the 
Registrant (incorporated by reference to Exhibit 3.1 of the Registrant’s Current Report on 
Form 8-K, filed February 1, 2017). 


(4) Instruments Defining the Rights of Security Holders including Indentures 
4.1 Specimen 7.25% Series D Mandatory Convertible Preferred Stock Share Certificate (incorporated 
by reference to Exhibit 4.1 of the Company’s Current Report on Form 8-K, filed on February 1, 
2017) 
(10) Material Contracts 
10.1 Transition Services Agreement by and between The Phoenix Companies, Inc. and the Registrant, 


dated as of December 18, 2008 (incorporated by reference to Exhibit 10.1 of the Registrant’s 
Amendment No. 4 to Form 10, filed December 19, 2008). 


10.2 Tax Separation Agreement by and between The Phoenix Companies, Inc. and the Registrant, dated 
December 18, 2008 (incorporated by reference to Exhibit 10.2 of the Registrant’s Amendment No. 4 
to Form 10, filed December 19, 2008). 
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Exhibit 
Number 


10.3 


10.4 


*E10.5 


**10.6 


** 10.7 


**10.8 


**10.9 


**10.10 


**1O11 


**10.12 


**10.13 
**10.14 
**10.15 


10.16 


10.17 


10.18 


Exhibit Description 


Amendment to Tax Separation Agreement, dated April 8, 2009, by and between The Phoenix 
Companies, Inc. and the Registrant, dated as of December 18, 2008 (incorporated by reference to 
Exhibit 10.15 of the Registrant’s Annual Report on Form 10-K, filed April 10, 2009). 


Employee Matters Agreement by and between The Phoenix Companies, Inc. and the Registrant, 
dated December 18, 2008 (incorporated by reference to Exhibit 10.3 of the Registrant’s Amendment 
No. 4 to Form 10, filed December 19, 2008). 


Change in Control Agreement between George R. Aylward and the Registrant, effective as of 
December 31, 2008 (incorporated by reference to Exhibit 10.4 of the Registrant’s Amendment No. 4 
to Form 10, filed December 19, 2008). 


Amended and Restated Virtus Investment Partners, Inc. Omnibus Incentive and Equity Plan, 
effective as of January 1, 2014 (incorporated by reference to Exhibit 10.1 of the Registrant’s 
Form 8-K, filed May 26, 2016). 


Virtus Investment Partners, Inc. Non-Qualified Excess Investment Plan, effective as of November 1, 
2008 (incorporated by reference to Exhibit 10.6 of the Registrant’s Amendment No. 2 to Form 10, 
filed November 14, 2008). 


First Amendment to the Virtus Investment Partners, Inc. Non-Qualified Excess Investment Plan, 
effective as of February 1, 2010 (incorporated by reference to Exhibit 10.1 of the Registrant’ s 
Quarterly Report on Form 10-Q, filed May 4, 2010). 


Virtus Investment Partners, Inc. Amended and Restated Executive Severance Allowance Plan, 
effective as of February 2, 2009 (incorporated by reference to Exhibit 10.1 of the Registrant’ s 
Current Report on Form 8-K, filed February 4, 2009). 


Form of Non-Qualified Stock Option Agreement under the Virtus Investment Partners, Inc. 
Omnibus Incentive and Equity Plan (incorporated by reference to Exhibit 10.4 of the Registrant’s 
Quarterly Report on Form 10-Q, filed May 13, 2009). 


Form of Restricted Stock Units Agreement under the Virtus Investment Partners, Inc. Omnibus 
Incentive and Equity Plan (incorporated by reference to Exhibit 10.5 of the Registrant’s Quarterly 
Report on Form 10-Q, filed May 13, 2009). 


Form of Performance Share Units Agreement under the Virtus Investment Partners, Inc. Omnibus 
Incentive and Equity Plan (incorporated by reference to Exhibit 10.30 of the Registrant’s Quarterly 
Report on Form 10-Q, filed August 5, 2011). 


Form of Indemnity Agreement (incorporated by reference to Exhibit 10.4 to the Registrant’s 
Quarterly Report on Form 10-Q, filed November 4, 2009). 


Offer Letter from the Registrant to Mark S. Flynn dated December 9, 2010 (incorporated by 
reference to Exhibit 10.31 of the Registrant’s Annual Report on Form 10-K, filed March 1, 2012). 


Offer Letter from the Registrant to Barry M. Mandinach dated April 4, 2014 (incorporated by 
reference to Exhibit 10.1 of the Registrant’s Quarterly Report on Form 10-Q, filed May 7, 2014). 


Stock Purchase Agreement, dated October 27, 2016, between Bank of Montreal Holding Inc. and 
Virtus Investment Partners, Inc. (incorporated by reference to Exhibit 10.1 to the Registrant’s 
Current Report on Form 8-K filed October 27, 2016). 


Commitment Letter, dated as of December 16, 2016, among Barclays Bank PLC, Morgan Stanley 
Senior Funding, Inc. and Virtus Investment Partners, Inc. (incorporated by reference to Exhibit 10.1 
to the Registrant’s Current Report on Form 8-K filed December 22, 2016). 


Credit Agreement, dated as of June 1, 2017, by and among the Registrant, 100 Pearl Street 2, LLC, 
Lightyear Fund III AIV-2, L.P. and RidgeWorth Holdings LLC (incorporated by reference to 
Exhibit 10.1 of the Registrant’s Current Report on Form 8-K, filed June 1, 2017). 
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Exhibit 
Number Exhibit Description 


10.19 Amendment No. | to Credit Agreement with the Registrant, Morgan Stanley Senior Funding, Inc. as 
administrative agent, and the lenders party thereto (including, without limitation, the Amendment 
No. 1 Additional Term Lenders (as defined in the Amendment) to the Credit Agreement dated as of 
June 1, 2017 (incorporated by reference to Exhibit 10.1 of the Registrant’s Current Report on 
Form 8-K, filed February 22, 2018). 


**10.20 Form of Virtus Investment Partners, Inc. Performance Share Units Agreement (Special Integration 
Award) under the Virtus Investment Partners, Inc. Omnibus Incentive and Equity Plan (incorporated 
by reference to Exhibit 10.1 of the Registrant’s Quarterly Report on Form 10-Q, filed May 8, 2017). 


(21) Subsidiaries of the Registrant 

21.1 Virtus Investment Partners, Inc., Subsidiaries List. 

(23) Consents of Experts and Counsel 

23.1 Consent of Independent Registered Public Accounting Firm. 

23.2 Consent of Independent Registered Public Accounting Firm. 

31.1 Certifications of Registrant’s Chief Executive Officer pursuant to Section 302 of the Sarbanes- 
Oxley Act of 2002. 

31.2 Certifications of Registrant’s Chief Financial Officer pursuant to Section 302 of the Sarbanes-Oxley 
Act of 2002. 

32.1 Certifications of Registrant’s Chief Executive Officer and Chief Financial Officer pursuant to 


Section 906 of the Sarbanes-Oxley Act of 2002. 


101 The following information formatted in XBRL (Extensible Business Reporting Language): 
(i) Consolidated Balance Sheets as of December 31, 2018 and December 31, 2017, (41) Consolidated 
Statements of Operations for the years ended December 31, 2018, 2017 and 2016, (iii) Consolidated 
Statements of Comprehensive Income for the years ended December 31, 2018, 2017 and 2016, 
(iv) Consolidated Statements of Cash Flows for the years ended December 31, 2018, 2017 and 
2016, (v) Consolidated Statements of Changes in Stockholders’ Equity for the years ended 
December 31, 2018, 2017 and 2016 and (iv) Notes to Consolidated Financial Statements. 


* Certain schedules and exhibits to this agreement have been omitted in accordance with Item 601(b)(2) of 
Regulation S-K. The descriptions of the omitted schedules and exhibits are contained within the relevant 
agreement. A copy of any omitted schedule and/or exhibit will be furnished supplementally to the SEC upon 
request. 

** Management contract, compensatory plan or arrangement. 

The agreements and other documents filed as exhibits to this report are not intended to provide factual 

information or other disclosure other than the terms of the agreements or other documents themselves, and you 

should not rely on them for that purpose. In particular, any representations and warranties made by the Company 
in these agreements or other documents were made solely within the specific context of the relevant agreement or 
document and may not describe the actual state of affairs at the date they were made or at any other time. 


Item 16. Form 10-K Summary. 


None. 
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SIGNATURES 


Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the registrant 
has duly caused this report to be signed on its behalf by the undersigned, thereunto duly authorized. 


Dated: February 27, 2019 


Virtus Investment Partners, Inc. 


By: /s/_ MICHAEL A. ANGERTHAL 


Michael A. Angerthal 
Executive Vice President 
Chief Financial Officer 
(Principal Financial Officer and Principal Accounting Officer) 


Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed below by 
the following persons on behalf of the registrant and in the capacities indicated as of February 27, 2019. 


/s/_ MARK C. TREANOR /s/ GEORGE R. AYLWARD 
Mark C. Treanor George R. Aylward 
Director and Non-Executive Chairman President, Chief Executive Officer and Director 


(Principal Executive Officer) 


/s/_ JAMES R. BAIO /s/_ SUSAN S. FLEMING 
James R. Baio Susan S. Fleming 
Director Director 
/s/_ Timotuy A. HOLT /s/_ SHEILA HOODA 
Timothy A. Holt Sheila Hooda 
Director Director 
/s/_ MELopy L. JONES /s/_ STEPHEN T. ZARRILLI 
Melody L. Jones Stephen T. Zarrilli 
Director Director 


/s/_ MICHAEL A. ANGERTHAL 


Michael A. Angerthal 
Chief Financial Officer 
(Principal Financial Officer and Principal Accounting Officer) 
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM 


To the shareholders and the Board of Directors of Virtus Investment Partners, Inc. 


Opinions on the Financial Statements and Internal Control over Financial Reporting 


We have audited the accompanying consolidated balance sheet of Virtus Investment Partners, Inc. and 
subsidiaries (the “Company’’) as of December 31, 2018, the related consolidated statements of operations, 
comprehensive income, changes in stockholders’ equity and cash flows, for the year ended December 31, 2018, 
and the related notes (collectively referred to as the “financial statements”). We also have audited the Company’s 
internal control over financial reporting as of December 31, 2018, based on criteria established in Internal 
Control—Integrated Framework (2013) issued by the Committee of Sponsoring Organizations of the Treadway 
Commission (COSO). 


In our opinion, the financial statements present fairly, in all material respects, the financial position of the 
Company as of December 31, 2018, and the results of its operations and its cash flows for the year ended 
December 31, 2018, in conformity with accounting principles generally accepted in the United States of 
America. Also, in our opinion, the Company maintained, in all material respects, effective internal control over 
financial reporting as of December 31, 2018, based on criteria established in Internal Control—Integrated 
Framework (2013) issued by COSO. 


As described in Management’s Report on Internal Control over Financial Reporting, management excluded 
from its assessment the internal control over financial reporting at Sustainable Growth Advisers, LP, which was 
acquired on July 1, 2018. Sustainable Growth Advisers, LP represented approximately 6.6% of the Company’s 
consolidated total assets and 3.1% of the Company’s consolidated total revenues as of and for the fiscal year 
ended December 31, 2018. Accordingly, our audit did not include the internal control over financial reporting at 
Sustainable Growth Advisers, LP. 


Basis for Opinions 


The Company’s management is responsible for these financial statements, for maintaining effective internal 
control over financial reporting, and for its assessment of the effectiveness of internal control over financial 
reporting, included in the accompanying Management’s Report on Internal Control over Financial Reporting 
appearing under Item 9A. Our responsibility is to express an opinion on these financial statements and an opinion 
on the Company’s internal control over financial reporting based on our audits. We are a public accounting firm 
registered with the Public Company Accounting Oversight Board (United States) (PCAOB) and are required to 
be independent with respect to the Company in accordance with the U.S. federal securities laws and the 
applicable rules and regulations of the Securities and Exchange Commission and the PCAOB. 


We conducted our audits in accordance with the standards of the PCAOB. Those standards require that we 
plan and perform the audits to obtain reasonable assurance about whether the financial statements are free of 
material misstatement, whether due to error or fraud, and whether effective internal control over financial 
reporting was maintained in all material respects. 


Our audits of the financial statements included performing procedures to assess the risks of material 
misstatement of the financial statements, whether due to error or fraud, and performing procedures to respond to 
those risks. Such procedures included examining, on a test basis, evidence regarding the amounts and disclosures 
in the financial statements. Our audits also included evaluating the accounting principles used and significant 
estimates made by management, as well as evaluating the overall presentation of the financial statements. Our 
audit of internal control over financial reporting included obtaining an understanding of internal control over 
financial reporting, assessing the risk that a material weakness exists, and testing and evaluating the design and 
operating effectiveness of internal control based on the assessed risk. Our audits also included performing such 
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other procedures as we considered necessary in the circumstances. We believe that our audits provide a 
reasonable basis for our opinions. 


Definition and Limitations of Internal Control over Financial Reporting 


A company’s internal control over financial reporting is a process designed to provide reasonable assurance 
regarding the reliability of financial reporting and the preparation of financial statements for external purposes in 
accordance with generally accepted accounting principles. A company’s internal control over financial reporting 
includes those policies and procedures that (1) pertain to the maintenance of records that, in reasonable detail, 
accurately and fairly reflect the transactions and dispositions of the assets of the company; (2) provide reasonable 
assurance that transactions are recorded as necessary to permit preparation of financial statements in accordance 
with generally accepted accounting principles, and that receipts and expenditures of the company are being made 
only in accordance with authorizations of management and directors of the company; and (3) provide reasonable 
assurance regarding prevention or timely detection of unauthorized acquisition, use, or disposition of the 
company’s assets that could have a material effect on the financial statements. 


Because of its inherent limitations, internal control over financial reporting may not prevent or detect 
misstatements. Also, projections of any evaluation of effectiveness to future periods are subject to the risk that 
controls may become inadequate because of changes in conditions, or that the degree of compliance with the 
policies or procedures may deteriorate. 


/s/ DELOITTE & TOUCHE LLP 


Hartford, Connecticut 
February 27, 2019 


We have served as the Company’s auditor since 2018. 
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Report of Independent Registered Public Accounting Firm 


To the Board of Directors and Stockholders of Virtus Investment Partners, Inc. 


Opinion on the Financial Statements 


We have audited the consolidated balance sheet of Virtus Investment Partners, Inc. and its subsidiaries (the 
“Company’’) as of December 31, 2017, and the related consolidated statements of operations, of comprehensive 
income, of changes in stockholders’ equity and of cash flows for each of the two years in the period ended 
December 31, 2017, including the related notes (collectively referred to as the “consolidated financial 
statements’’). In our opinion, the consolidated financial statements present fairly, in all material respects, the 
financial position of the Company as of December 31, 2017, and the results of its operations and its cash flows 
for each of the two years in the period ended December 31, 2017 in conformity with accounting principles 
generally accepted in the United States of America. 


Basis for Opinion 


These consolidated financial statements are the responsibility of the Company’s management. Our 
responsibility is to express an opinion on the Company’s consolidated financial statements based on our audits. 
We are a public accounting firm registered with the Public Company Accounting Oversight Board (United 
States) (PCAOB) and are required to be independent with respect to the Company in accordance with the U.S. 
federal securities laws and the applicable rules and regulations of the Securities and Exchange Commission and 
the PCAOB. 


We conducted our audits of these consolidated financial statements in accordance with the standards of the 
PCAOB. Those standards require that we plan and perform the audit to obtain reasonable assurance about 
whether the consolidated financial statements are free of material misstatement, whether due to error or fraud. 


Our audits included performing procedures to assess the risks of material misstatement of the consolidated 
financial statements, whether due to error or fraud, and performing procedures that respond to those risks. Such 
procedures included examining, on a test basis, evidence regarding the amounts and disclosures in the 
consolidated financial statements. Our audits also included evaluating the accounting principles used and 
significant estimates made by management, as well as evaluating the overall presentation of the consolidated 
financial statements. We believe that our audits provide a reasonable basis for our opinion. 


/s/ PricewaterhouseCoopers LLP 
Hartford, Connecticut 

February 26, 2018, except for the change in the manner in which the Company accounts for restricted cash 
in the statement of cash flows discussed in Note 2 to the consolidated financial statements, as to which the date is 


February 27, 2019 


We served as the Company’s auditor from at least 1995 to 2018. We have not been able to determine the 
specific year we began serving as auditor of the Company. 


Virtus Investment Partners, Inc. 
Consolidated Balance Sheets 


December 31, 


December 31, 


2018 2017 
($ in thousands, except per share data) 
Assets: 
Cash and cash equivalents ......... 20... ce cece ete tee nnn ees $ 201,705 $ 132,150 
NMVESHMENIS: oc seagufed wrt aseerediacauacel nse was d a weed Bre neem eee sd thc huehe ach beads, Grnbs des ee 79,558 108,492 
ACCOUNES TECEIVADIE: MEE. ies s5co.3 dpa Soar ees ane! 0 ae Soe Bea Gus Baetacd Ged aba eee wg a Roo ub 70,047 65,648 
Assets of consolidated investment products (“CIP”) 
Cash and cash equivalents of CIP .......... 00.0. 52,015 101,315 
Cash pledged or on deposit of CIP... 0.2.0... ee eee eee 936 817 
Investments Of CIP \ 3.0.5: 6i odie ood edd Whales ORG as eed Ghent 1,749,568 1,597,752 
Other assets: OF CUP gcse ssc 5s seis aice acts wd eevdra is Seb saws ah hie cing, ee kc Gb dna one he anal 31,057 33,486 
Furniture, equipment, and leasehold improvements, net ................000 ee eee 20,154 10,833 
Tntan er DlesASSetss MEE; .cicaie- do ad acdisheca-ace val ecaid pear ecedadsted acois aareaigy aleeag acalaceannace aeareeace 338,812 301,954 
TOO WINN 585 ke cathe 6 8i thee Sh patente Bsa to ag a aneres aS a thaauta Lutrnce ees teser eran ace Spee aes 290,366 170,153 
Determed taxes, Me sea. teca ss, Gusoss aie eA cesie ay eis coed hice taote sudan ere Gee ebteatea cach tusica Beant eee 22,116 32,428 
OUEE ASSES’. oc eaendc 5-8. 3 hec arenas were Gaeta ok ed Sth ae Ge ee Suet Arn eds Gag eens 14,201 35,771 
Total ASSStS sx. 5.c605 26s sctidcasanles h daa the blac’ dab étlncg olerehasaGdép Alact ded, elaxacacsranactnapdracodaelbe $2,870,535 $2,590,799 
Liabilities and Equity 
Liabilities: 
Accrued compensation and benefits ............. 00 cece cece eee ees $ 93,339 $ 86,658 
Accounts payable and accrued liabilities ..... 2.0.0... cee ee eee 27,926 29,607 
Dividends payable: ‘2c: cdawes eae pete eae a eae eet iw gadeetie 7,762 6,528 
DGD eee sacs ete te pass cee se es eats Sk dee cee rete a dea genet seiv eects, Nas shee tueee ean eee snare 329,184 248,320 
Other abilities: «3-2-5048 Gat eared agence d Regeln ee ti deerdulent ade bea wove eden b are ats 20,010 39,895 
Liabilities of CIP 
Notes: payable:of CIP. ¢5.2. ube dita Soh eed AR es Mane Sees 1,620,260 1,457,435 
Securities purchased payable and other liabilities of CIP ...............0... 70,706 112,954 
Total diabilitieS: «4 42040.6-44 32.a-nG-3vd 04 Hod aha eed Oh ba 2,169,187 1,981,397 
Commitments and Contingencies (Note 11) 
Redeemable noncontrolling interests .... 0.0... cece eee eee 57,481 4,178 
Equity: 
Equity attributable to stockholders: 
Series D mandatory convertible preferred stock, $0.01 par value, 1,150,000 shares 
authorized, issued and outstanding at December 31, 2018 and December 31, 
LOU]: cecdgoacbrdaieune Gob Pike ne Ss Sa ld Maid a eek ew AS ALee S aee e 110,843 110,843 
Common stock, $0.01 par value, 1,000,000,000 shares authorized; 10,552,624 shares 
issued and 6,997,382 shares outstanding at December 31, 2018 and 10,455,934 
shares issued and 7,159,645 shares outstanding at December 31, 2017 .......... 106 105 
Additional paid-in capital 2.20... . cece eee ene ene 1,209,805 1,216,173 
Retained earnings (accumulated deficit) ....... 0.0.0... cece ce eee (310,865) (386,216) 
Accumulated other comprehensive income (loss) ............. 00 cece eee eee eee (731) (600) 
Treasury stock, at cost, 3,555,242 and 3,296,289 shares at December 31, 2018 and 
December 31, 2017, respectively 2... cae ed svete teen Gea bd eeaw eee ees (379,249) (351,748) 
Total equity attributable to stockholders ....... 0.0.0.0. 0c eee eee 629,909 588,557 
Noncontrolling interests-.:.¢sc0. 4d ped « ee va ee ee ce ere oe ee 13,958 16,667 
TOtAMeQuiLy stu vesbeassteradscee versed ltd eae Adee ed He tAMes sears ees 643,867 605,224 
Total liabilities and equity ......... 0.0... $2,870,535 $2,590,799 


The accompanying notes are an integral part of these consolidated financial statements. 
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Virtus Investment Partners, Inc. 


Consolidated Statements of Operations 


Years Ended December 31, 


2018 2017 2016 

($ in thousands, except per share data) 
Revenues 
Investment management fees ............ 00.0 cece eee eens $437,021 $331,075 $235,230 
Distribution and service fees .... 0... eee eee nee 50,715 44,322 48,250 
Administration and shareholder service fees ......... 0.0000 cece eee eee 63,614 48,996 38,261 
Other income and TEES - hicgsi o, ees eee é oe oe ho RG eewshe Saw e ea eS eleaees 885 1,214 813 
ME Ota TY CTS cs cct 5, sces es teoge, aecteaie soe Ssaneoreee Oe fe tts a hse ea ac an gta dace igo, ease thee 552,235 425,607 322,554 
Operating Expenses 
Employment expenses: 2.3.00 40sees ci vee as beatin saw hice wars ed ae dhe 238,501 191,394 135,641 
Distribution and other asset-based expenses ........... 0.00 cence eee eee 92,441 71,987 69,049 
Other operating Expenses .....6 6 sac vu side be dee hens Heed Here eee 74,853 69,410 50,274 
Other operating expenses of consolidated investment products .............. 3,515 8,531 6,953 
Restructuring and severance ..... 20... eee eee eee 87 10,580 4,270 
Depreciation and other amortization ......... 0... cece eee eee 4,597 3,497 3,092 
AMOTIZAtLOMEXPENSE: o.4.5 s eosaies grace + cpg eiaiee aacecgde neg aCeeeig a ba ree eats 25,142 12,173 2,461 
Total operating CXPenses: 223.0: 5.004 pee ek se ARETE aware soe SEs eas ts 439,136 367,572 271,740 
Operating Income (Loss) ...............0 000 cece cece eee eens 113,099 58,035 50,814 
Other Income (Expense) 
Realized and unrealized gain (loss) on investments, net ...............20-. (5,217) 2,973 4,982 
Realized and unrealized gain (loss) of consolidated investment products, net .. (21,252) = 13,553 2,748 
Other income (expense), Net... .. 6. eects 3,289 1,635 1,089 
Total other income (expense), Net 2.2... Le eect eee (23,180) 18,161 8,819 
Interest Income (Expense) 
Interest EXpense® <4 445s cdwd ended denne Meee ee Ot dod ie See (19,445) (12,007) (679) 
Interest and dividend income ......... 0.0... eee eee eects 4,999 2,160 1,743 
Interest and dividend income of investments of consolidated investment 

PTOGUGUS ca ley ste a oid as agus ans aedeaite vette dn ttleschantoadtanuiiah tee dee ieee acd alerealons 98,356 49,323 20,402 
Interest expense of consolidated investment products .................000 (64,788) (35,243) (11,292) 
Total interest income (expense), Net... 2... eee ee eee 19,122 4,233 10,174 
Income (Loss) Before Income Taxes .............. 0.00 c eee eee eee 109,041 80,429 69,807 
Income tax expense (benefit) ... 2.2... 20.0... cece teens 32,961 40,490 21,044 
Net Income (Loss) ............0.. 000: cece eee ene 76,080 39,939 48,763 
Noncontrolline interests: <. . sc)e <seuste esau ba alae ita dase bara be a ea aud, eearalane (551) (2,927) (261) 
Net Income (Loss) Attributable to Stockholders ....................... $ 75,529 $ 37,012 $ 48,502 
Preferred stockholder dividends .........0. 0.0. c ce cece cece cent eeeee (8,337) $ (8,336) $ — 
Net Income (Loss) Attributable to Common Stockholders .............. $ 67,192 $ 28,676 $ 48,502 
Earnings (Loss) per Share-Basic .............0. 00.00 c eee eee eee ee $ 937 $ 409 $ 6.34 
Earnings (Loss) per Share-Diluted .....................0 00 cee eee $ 886 $ 3.96 $ 6.20 
Cash Dividends Declared per Preferred Share ........................ $ 7.25 $ 7.25 $ — 
Cash Dividends Declared per Common Share.......................-. $ 2.00 $ 1.80 $ 1.80 
Weighted Average Shares Outstanding-Basic (in thousands) ............ 7,174 7,013 7,648 
Weighted Average Shares Outstanding-Diluted (in thousands) .......... 8,527 7,247 7,822 


The accompanying notes are an integral part of these consolidated financial statements. 
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Virtus Investment Partners, Inc. 


Consolidated Statements of Comprehensive Income 


Years Ended December 31, 
2018 2017 2016 
($ in thousands) 
Neti Income: (08S) \%.cc.aca% foe vena hte Reisen eek ote ado ates $76,080 $39,939 $48,763 
Other comprehensive income (loss), net of tax: 
Foreign currency translation adjustment, net of tax of $6, ($4) and ($348) for 
the years ended December 31, 2018, 2017 and 2016.................. (17) 12 569 
Unrealized gain (loss) on available-for-sale securities, net of tax of $111, 
$100, and ($32) for the years ended December 31, 2018, 2017 and 2016, 


TESPCCUVELY 2.4 4.0 bhi o4 we Ae adnate eta eet ae ere BS (292) (388) 241 

Other comprehensive income (loss) .......... 0.0 cee eee eee eens (309) (376) 810 
Comprehensive income (lOSS) .. 0.0.0... cece cee eet eee eee ee 75,771 39,563 49,573 
Comprehensive (income) loss attributable to noncontrolling interests .......... (551) = (2,927) (261) 
Comprehensive income (loss) attributable to stockholders .................4. $75,220 $36,636 $49,312 


The accompanying notes are an integral part of these consolidated financial statements. 
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Virtus Investment Partners, Inc. 


Consolidated Statements of Cash Flow 


Years Ended December 31, 
2018 2017 2016 
($ in thousands) 
Cash Flows from Operating Activities: 
Net income lOSS) deicc-s:3het-e-do etic bs wees See evade bak ne $ 76,080 $ 39,939 $ 48,763 
Adjustments to reconcile net income (loss) to net cash provided by 
(used in) operating activities: 


Depreciation expense, intangible asset and other amortization . . . 33,426 18,329 5,796 
Stock-based compensation ............... 00.0002 eee ee eee 23,100 20,327 11,948 
Amortization of deferred commissions ...............000005 3,847 2,308 2,413 
Payments of deferred commissions ................0+02+005 (4,218) (2,871) (1,887) 
Equity in earnings of equity method investments ............. (3,703) (1,678) (1,075) 
Realized and unrealized (gains) losses on investments, net ..... 5,736 (3,237) (2,099) 
Distributions from equity method investments ............... 4,178 911 —_— 
Sales (purchases) of investments, net ..............0 0200s 4,995 20,444 16,828 
Other non-cash items, net 1.0... 0.0.0... ccc ees 39 345 (3,099) 
Deferred taxes; net sss 2% vives oreo ktecacp levers bas Pw ad bows 10,429 22,835 6,399 
Changes in operating assets and liabilities: 

Accounts receivable, net and other assets ...............00.. 24,794 (961) (1,695) 
Accrued compensation and benefits, accounts payable, accrued 

liabilities and other liabilities .......... 0.0.0.0 00 0000s (24,714) 11,468 50 


Operating activities of consolidated investment products (“CIP”): 
Realized and unrealized (gains) losses on investments of CIP, 


NCU 5 oh nhaadi caste tei hes Rae ee dak Se Ode des ce ehee 18,706 (14,051) (3,648) 
Purchases of investments by CIP........... 00.002 c eee ee eee (1,106,991) (923,519) (464,216) 
Sales of investments by CIP ............ 0... eee eee eee eee 874,279 615,565 400,493 
Net proceeds (purchases) of short term investments by CIP..... (552) 595 6,139 
(Purchases) sales of securities sold short by CIP, net .......... 209 256 (4,520) 
Change in other assets of CIP ..... 0.0... cece eee eee (628) (255) (1,491) 
Change in liabilities of CIP .......... 2.0.0... 00 c eee (1,567) 5,284 2,100 
Amortization of discount on notes payable of CIP ............ — 5,107 3,719 

Net cash provided by (used in) operating activities ....... (62,555) (182,859) 20,918 
Cash Flows from Investing Activities: 
Capital expenditures ..... 0.0... 0. cece eee ee eee (11,717) (1,511) (2,023) 
Proceeds from sale of equity method investment ............. —_— — 8,621 
Change in cash and cash equivalents of CIP due to 

deconsolidation, net ....... 0.0.0... ccc eee eee eee (113) (604) (903) 
Equity method investment contributions .................... — — (2,471) 
Acquisition of business, net of cash acquired ................ (126,995) (393,446) — 
Sale of available-for-sale securities ............. 00000 eee 37,785 — — 
Purchases of available-for-sale securities ................... (20,188) (21,433) (145) 

Net cash provided by (used in) investing activities ........ (121,228) (416,994) 3,079 
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Years Ended December 31, 


2018 2017 2016 
($ in thousands) 
Cash Flows from Financing Activities: 
Issuance Of debt ..234 4 seb surg Aes oak Bae ee edie een 105,000 260,000 —_— 
Payment of long term debt. ... 2.0.0... 0.0... c ee eee eee eee (23,776) (650) — 
Payment of contingent consideration .....................-. — (51,690) — 
Payment of deferred financing costs .............0.000000 ee (3,810) (15,549) (1,159) 
Borrowings (Repayments) on credit facility and other debt ..... —_— (30,970) 30,000 
Repurchase of common shares ...........0 000s cece ee ee eee (27,501) (7,502) (233,757) 
Preferred stock dividends paid ............ 00.0. e eee ee eee (8,338) (6,253) — 
Common stock dividends paid ........... 0... cece eee eee (14,038) (12,581) (13,774) 
Proceeds from exercise of stock options .................... 819 111 491 
Taxes paid related to net share settlement of restricted stock 
UMS na Sk ae Paka ete ie tia tee deada cine 6 (6,591) (3,499) (1,530) 
Proceeds from issuance of mandatory convertible preferred 
stock, net of issuance costS ....... 0.00. — 111,004 — 
Proceeds from issuance of common stock, net of issuance 
COSES cove dt Sorciea hehe ets Gaetan, Biaeartive ous aeeteenr tepals eeu eae oe toheete aes — 109,487 — 
Excess tax benefits from stock-based compensation ........... — — 401 
Net subscriptions received from (redemptions/distributions paid 
to) noncontrolling interests ....... 0.0... cece eee eee (5,512) 30,047 10,904 
Financing activities of CIP 
Borrowings of debt of CIP... 1.2... 2. eee eee ee eee 857,404 —_ —_— 
(Repayment) on borrowings by CIP ................ 0200005 (669,500) (105,000) (155,919) 
Proceeds from issuance of notes payable by CIP ............. — 474,009 316,280 
Repayment of notes payable by CIP ....................... — (500) — 
Net cash provided by (used in) financing activities ....... 204,157 750,464 (48,063) 
Net increase (decrease) in cash and cash equivalents .................. 20,374 150,611 (24,066) 
Cash, cash equivalents and restricted cash, beginning of year ........... 234,282 83,671 107,737 
Cash, cash equivalents and restricted cash, end of year ................ $ 254,656 $ 234,282 $ 83,671 
Supplemental Disclosure of Cash Flow Information 
Interest paid s. o:6 52% Pele vage CA Goes wpade oe de pa daes ended $ 11,846 $ 8,147 $ 420 
Income taxes paid, net... 0... eee 23,800 12,149 16,715 
Supplemental Disclosure of Non-Cash Investing and Financing Activities 
Capital expenditures ...... 0... . cece eee eee eens $ 2,165 $ 70 $ 134 
Preferred stock dividends payable ......................0.-. 2,084 2,084 — 
Common stock dividends payable .....................004. 3,849 965 2,650 
Increase (Decrease) to noncontrolling interest due to 
consolidation (deconsolidation) of CIP, net ............... 56 (65,576) (47,763) 
Stock issued for acquisition of business ...............-0005 — 21,738 — 
Accrued stock issuance CoStS ..... 0... . cee eee eee eee — 332 —_— 
December 31, 
2018 2017 


($ in thousands) 
Reconciliation of cash, cash equivalents and restricted cash 


Cash and cash equivalents ........... 0.000. e eee e eee $ 201,705 $ 132,150 
Cash of consolidated investment products ...............0.0005- 52,015 101,315 
Cash pledged or on deposit of consolidated investment products ..... 936 817 
Cash, cash equivalents and restricted cash at end of period ......... $ 254,656 $ 234,282 


The accompanying notes are an integral part of these consolidated financial statements. 
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1. Organization and Business 


29 66. 99 66 99 66 


Virtus Investment Partners, Inc. (“the Company,” “we,” “us,” “our” or “Virtus”’), a Delaware corporation, 
operates in the investment management industry through its subsidiaries. 


The Company provides investment management and related services to individuals and institutions. The 
Company’s retail investment management services are provided to individuals through products consisting of 
U.S. 1940 Act mutual funds and Undertaking for Collective Investment in Transferable Securities (“UCITS”) 
(collectively, “open-end funds”), closed-end funds, exchange traded funds (“ETFs”) and retail separate accounts. 
Institutional investment management services are provided to corporations, multi-employer retirement funds, 
employee retirement systems, foundations, endowments and structured products. 


2. Summary of Significant Accounting Policies 


The Company’s significant accounting policies, which have been consistently applied, are as follows: 


Principles of Consolidation and Basis of Presentation 


The Company’s consolidated financial statements have been prepared in accordance with accounting 
principles generally accepted in the United States of America (“GAAP”). The consolidated financial statements 
include the accounts of the Company, its subsidiaries and investment products that are consolidated. Voting 
interest entities (“WOEs”) are consolidated when the Company is considered to have a controlling financial 
interest, which is typically present when the Company owns a majority of the voting interest in an entity or 
otherwise has the power to govern the financial and operating policies of the entity. See Note 19 for additional 
information related to the consolidation of investment products. Intercompany accounts and transactions have 
been eliminated. 


The Company evaluates the appropriateness of consolidation of any variable interest entity (“VIEs”) in 
which the Company has a variable interest. A VIE is an entity in which either (a) the equity investment at risk is 
not sufficient to permit the entity to finance its own activities without additional financial support or (b) where as 
a group, the holders of the equity investment at risk do not possess: (i) the power through voting or similar rights 
to direct the activities that most significantly impact the entity’s economic performance; (ii) the obligation to 
absorb expected losses or the right to receive expected residual returns of the entity; or (iii) proportionate voting 
and economic interests and where substantially all of the entity’s activities either involve or are conducted on 
behalf of an investor with disproportionately fewer voting rights. If an entity has any of these characteristics, it is 
considered a VIE and is required to be consolidated by its primary beneficiary. The primary beneficiary is the 
entity that has both the power to direct the activities that most significantly impact the VIE’s economic 
performance and has the obligation to absorb losses of, or the right to receive benefits from, the VIE that could 
potentially be significant to the VIE. 


The Company has reclassified certain amounts in prior-period financial statements to conform to the current 
period’s presentation. The reclassifications were not material to the Consolidated Financial Statements. 


Noncontrolling Interests 


Noncontrolling interests include third party investor equity in consolidated investment products and 
minority interests held in an affiliate. 
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Noncontrolling interests—consolidated investment products 


Represents third-party investor equity in in the Company’s consolidated investment products and are classified 
as redeemable noncontrolling interests if investors in those products may request withdrawal at any time. 


Noncontrolling interests—affiliate 


Represents minority interests held in a consolidated affiliate. Minority interests held in an affiliate are 
subject to holder put rights and Company call rights at established multiples of earnings before interest, taxes, 
depreciation and amortization and, as such, are considered redeemable at other than fair value. They are 
exercisable at pre-established intervals (between four and seven years from their July 2018 issuance or upon 
certain conditions such as retirement). The put and call rights are not legally detachable or separately exercisable 
and are deemed to be embedded in the related noncontrolling interests. The Company, in purchasing affiliate 
equity, has the option to settle in cash or shares of common stock and is entitled to the cash flow associated with 
any purchased equity. In addition, under certain circumstances the Company may issue or sell equity interests of 
the affiliate to employees or partners of the affiliate. Affiliate minority interests are generally recorded at 
estimated redemption value within redeemable noncontrolling interests on the Company’s consolidated balance 
sheets, and changes in estimated redemption value of these interests are recorded in the Company’s consolidated 
statements of operations within noncontrolling interests. 


Use of Estimates 


The preparation of the consolidated financial statements requires management to make certain estimates and 
assumptions that affect the reported amounts of assets and liabilities and the disclosures of contingent assets and 
liabilities at the dates of the consolidated financial statements and the reported amounts of revenues and expenses 
during the reporting periods. Management believes the estimates used in preparing the consolidated financial 
statements are reasonable and prudent. Actual results could differ from those estimates. 


Segment Information 


Accounting Standards Codification (“ASC”) 280, Segment Reporting, establishes disclosure requirements 
relating to operating segments in annual and interim financial statements. Business or operating segments are 
defined as components of an enterprise about which separate financial information is available that is regularly 
evaluated by the chief operating decision maker in deciding how to allocate resources and assess performance. 
The Company operates in one business segment, namely as an asset manager providing investment management 
and related services for individual and institutional clients. The Company’s Chief Executive Officer is the 
Company’s chief operating decision maker. Although the Company provides disclosures regarding assets under 
management and other asset flows by product, the Company’s determination that it operates in one business 
segment is based on the fact that the same investment professionals manage both retail and institutional products, 
operational resources support multiple products, such products have the same or similar regulatory framework and 
the Company’s chief operating decision maker reviews the Company’s financial performance on a consolidated 
level. Investment managers within the Company are generally not aligned with specific product lines. 


Cash and Cash Equivalents 


Cash and cash equivalents consist of cash in banks and money market fund investments. 
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Investments 
Investment securities—fair value 


Investment securities—fair value consist primarily of investments in the Company’s sponsored funds, 
equity securities and trading debt securities and are carried at fair value in accordance with ASC 320, 
Investments-Debt and Equity Securities (“ASC 320”) and Topic 321, Investments-Equity Securities (“ASC 321”). 
These securities are marked to market based on the respective publicly quoted net asset values of the funds or 
market prices of the equity securities or bonds. These securities transactions are recorded on a trade date basis. 
Any unrealized appreciation or depreciation on investment securities is reported as realized and unrealized gain 
(loss) on investments in the Consolidated Statement of Operations. 


Investment securities—available for sale 


Investment securities—available for sale consists of investments in collateralized loan obligations (“CLOs”’) 
for which the Company provides investment management services and does not consolidate. These investments 
are carried at fair value in accordance with ASC 320. Any unrealized appreciation or depreciation on available- 
for-sale securities, net of income taxes, is reported as a component of accumulated other comprehensive income 
in equity attributable to stockholders in the Consolidated Statement of Comprehensive Income. 


On a quarterly basis, the Company conducts a review to assess whether other-than-temporary impairments 
exist on its available-for-sale investment securities. Other-than-temporary declines in value may exist if the fair 
value of an investment security has been below the carrying value for an extended period of time. If an other- 
than-temporary decline in value is determined to exist, the unrealized investment loss, net of tax, is recognized in 
the Consolidated Statements of Operations in the period in which the other-than-temporary decline in value 
occurs, as well as an accompanying permanent adjustment to accumulated other comprehensive income. 


Equity Method Investments 


The Company’s investment in noncontrolled entities, where the Company does not hold a controlling 
financial interest but has the ability to significantly influence operating and financial matters, is accounted for 
under the equity method of accounting in accordance with ASC 323, Investments-Equity Method and Joint 
Ventures. Under the equity method of accounting, the Company’s share of the noncontrolled entities’ net income 
or loss is recorded in other income (expense), net in the accompanying Consolidated Statements of Operations. 
Distributions received reduce the Company’s investment. The investment is evaluated for impairment if events or 
changes indicate that the carrying amount exceeds its fair value. If the carrying amount of an investment does 
exceed its fair value and the decline in fair value is deemed to be other-than-temporary, an impairment charge 
will be recorded. 


Non-qualified Retirement Plan Assets and Liabilities 


The Company has a non-qualified retirement plan (the “Excess Incentive Plan’’) that allows certain 
employees to voluntarily defer compensation. Assets held in trust, which are considered investment securities, 
are included in investments and are carried at fair value in accordance with ASC 820, Fair Value Measurement; 
the associated obligations to participants are included in other liabilities in the Company’s Consolidated Balance 
Sheets and approximate the fair value of the associated assets. See Note 6 Investments for additional information 
related to the Excess Incentive Plan. 


Deferred Commissions 


Deferred commissions, which are included in other assets in the Company’s Consolidated Balance Sheets, 
are commissions paid to broker-dealers on sales of certain mutual fund share classes. Deferred commissions are 
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recovered by the receipt of monthly asset-based distributor fees from the mutual funds or contingent deferred 
sales charges received upon redemption of shares within the contingent deferred sales charge period, depending 
on the fund share class. The deferred costs resulting from the sale of shares are amortized on a straight-line basis 
over the period during which redemptions by the purchasing shareholder are subject to a contingent deferred 
sales charge, depending on the fund share class, or until the underlying shares are redeemed. Deferred 
commissions are periodically assessed for impairment and additional amortization expense is recorded, as 
appropriate. 


Furniture, Equipment and Leasehold Improvements, Net 


Furniture, equipment and leasehold improvements are recorded at cost. Depreciation is computed using the 
straight-line method over the estimated useful lives of three to seven years for furniture and office equipment, 
and three to five years for computer equipment and software. Leasehold improvements are depreciated over the 
shorter of the remaining estimated lives of the related leases or useful lives of the improvements. Major renewals 
or betterments are capitalized, and recurring repairs and maintenance are expensed as incurred. 


Leases 


The Company currently leases office space and equipment under various leasing arrangements. Leases are 
classified as either capital leases or operating leases, as appropriate. Most lease agreements are classified as 
operating leases and contain renewal options, rent escalation clauses or other inducements provided by the lessor. 
Rent expense under non-cancelable operating leases with scheduled rent increases or rent holidays is accounted 
for on a straight-line basis over the lease term, beginning on the date of initial possession or the effective date of 
the lease agreement. The amount of the excess of straight-line rent expense over scheduled payments is recorded 
as a deferred liability. Build-out allowances and other such lease incentives are recorded as deferred credits and 
are amortized on a straight-line basis as a reduction of rent expense beginning in the period they are deemed to be 
earned, which generally coincides with the effective date of the lease. 


Goodwill and Intangible Assets 


Goodwill represents the excess of the purchase price of acquisitions and mergers over the identified net 
assets and liabilities acquired. In accordance with ASC 350, Goodwill and Other Intangible Assets, goodwill is 
not amortized. A single reporting unit has been identified for the purpose of assessing potential impairments of 
goodwill. An impairment analysis of goodwill is performed annually or more frequently, if warranted by events 
or changes in circumstances affecting the Company’s business. The Company follows the Financial Accounting 
Standards Board (“FASB”) Accounting Standards Update (“ASU”) 2011-08, Testing Goodwill for Impairment, 
which states that an entity has the option to first assess qualitative factors to determine whether the existence of 
events or circumstances leads to a determination that it is more likely than not that the fair value of a reporting 
unit is less than its carrying amount. If, after assessing the totality of events or circumstances, an entity 
determines it is not more likely than not that the fair value of a reporting unit is less than its carrying amount, 
then performing the two-step impairment test is unnecessary. The Company’s 2018 and 2017 annual goodwill 
impairment analysis did not result in any impairment charges. 


Definite-lived intangible assets are comprised of acquired investment advisory contracts, trade names and 
certain non-competition agreements. These assets are amortized on a straight-line basis over the estimated useful 
lives of such assets, which range from five to sixteen years. Definite-lived intangible assets are evaluated for 
impairment on an ongoing basis whenever events or circumstances indicate that the carrying value of the 
definite-lived intangible asset may not be fully recoverable. The Company determines if impairment has occurred 
by comparing estimates of future undiscounted cash flows to the carrying value of assets. Assets are considered 
impaired, and impairment is recorded, if the carrying value exceeds the expected future undiscounted cash flows. 
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Indefinite-lived intangible assets are comprised of trade names and closed-end and exchange traded fund 
investment advisory contracts. These assets are tested for impairment annually or when events or changes in 
circumstances indicate the assets might be impaired. The Company follows ASU No. 2012-02, Testing 
Indefinite-Lived Intangible Assets for Impairment, which provides entities with an option to perform a qualitative 
assessment of indefinite-lived intangible assets other than goodwill for impairment to determine if additional 
impairment testing is necessary. The Company’s 2018 and 2017 annual indefinite-lived intangible assets 
impairment analysis did not result in any impairment charges. 


Treasury Stock 


Treasury stock is accounted for under the cost method and is included as a deduction from equity in the 
Stockholders’ Equity section of the Consolidated Balance Sheets. Upon any subsequent resale, the treasury stock 
account is reduced by the cost of such stock. 


Revenue Recognition 


The Company’s revenues are recognized when a performance obligation is satisfied, which occurs when 
control of the services is transferred to customers. Investment management fees, distribution and service fees and 
administration and shareholder service fees are generally calculated as a percentage of average net assets of the 
investment portfolios managed. The net asset values from which investment management, distribution and 
service and administration and shareholder service fees are calculated are variable in nature and subject to factors 
outside of the Company’s control such as deposits, withdrawals and market performance. Because of this, they 
are considered constrained until the end of the contractual measurement period (monthly or quarterly) which is 
when asset values are generally determinable. 


Investment Management Fees 


The Company provides investment management services pursuant to investment management agreements 
through its affiliated investment advisers (each an “Adviser’). Investment management services represent a series 
of distinct daily service periods which are performed over time. Fees earned on funds are based on each fund’s 
average daily or weekly net assets which are generally received and calculated on a monthly basis. The Company 
records its management fees net of investment management fees paid to unaffiliated subadvisers, as the Company 
considers itself an agent of the fund as it relates to the day-to-day investment management services performed by 
unaffiliated subadvisers, with the Company’s performance obligation being to arrange for the provision of that 
service and not control the specified service before that service is performed. Amounts paid to unaffiliated 
subadvisers for the years ended December 31, 2018, 2017 and 2016 were $46.7 million, $46.7 million and $47.2 
million, respectively. 


Retail separate account fees are generally based on the end of the preceding or current quarter’s asset values 
or on an average of month-end balances. Institutional account fees are generally based on an average of month- 
end balances or current quarter’s asset values. Fees for structured finance products, for which the Company acts 
as the collateral manager, consist of senior, subordinated and, in certain instances, incentive management fees. 
Senior and subordinated management fees are calculated at a contractual fee rate applied against the end of the 
preceding quarter par value of the total collateral being managed with subordinated fees being recognized only 
after certain portfolio criteria are met. Incentive fees on certain of the Company’s CLOs are typically a 
percentage of the excess cash flows available to holders of the subordinated notes, above a threshold level 
internal rate of return. 
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Distribution and Service Fees 


Distribution and service fees are asset-based fees earned from open-end funds for distribution services. 
Depending on the fund type or share class, these fees primarily consist of an asset-based fee that is charged to the 
fund over a period of years to cover allowable sales and marketing expenses for the fund or front-end sales 
charges which are based on a percentage of the offering price. Asset-based distribution and service fees are 
primarily based on percentages of the average daily net assets value and are paid monthly pursuant to the terms 
of the respective distribution and service fee contracts. 


Distribution and service fees represent two performance obligations comprised of distribution and related 
shareholder servicing activities. Distribution services are generally satisfied upon the sale of a fund share. 
Shareholder servicing activities are generally services satisfied over time. 


The Company distributes its open-end funds through unaffiliated financial intermediaries that comprise 
national and regional broker dealers. These unaffiliated financial intermediaries provide distribution and 
shareholder service activities on behalf of the Company. The Company passes related distribution and service 
fees to these unaffiliated financial intermediaries for these services and considers itself the principal in these 
arrangements as it has control of the services prior to the services being transferred to the customer. These 
payments are classified within distribution and other asset-based expenses. 


Administration & Shareholder Service Fees 


The Company provides administrative fund services to its open-end funds and certain of its closed-end 
funds and shareholder services to its open-end funds. Administration and shareholder services are performed 
over time. The Company earns fees based on each fund’s average daily or weekly net assets which are calculated 
and paid monthly. Administrative fund services include: record keeping, preparing and filing documents required 
to comply with securities laws, legal administration and compliance services, customer service, supervision of 
the activities of the funds’ service providers, tax services and treasury services as well as providing office space, 
equipment and personnel that may be necessary for managing and administering the business affairs of the funds. 
Shareholder services include maintaining shareholder accounts, processing shareholder transactions, preparing 
filings and performing necessary reporting, among other things. 


Other income and fees consist primarily of redemption income on the early redemption of certain share 
classes of mutual funds. 


Advertising and Promotion 


Advertising and promotional costs include print advertising and promotional items and are expensed as 
incurred. These costs are classified in other operating expenses in the Consolidated Statements of Operations. 


Stock-based Compensation 


The Company accounts for stock-based compensation expense in accordance with ASC 718, 
Compensation—Stock Compensation (“ASC 718”), which requires the measurement and recognition of 
compensation expense for share-based awards based on the estimated fair value on the date of grant. 


Restricted stock units (“RSUs”) are stock awards that entitle the holder to receive shares of the Company’s 
common stock as the award vests over time or when certain performance targets are achieved. The fair value of 


each RSU award is based on the fair market value price on the date of grant unless it contains a performance 
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metric that is considered a market condition. RSUs that contain a market condition are valued using a simulation 
valuation model. Compensation expense for RSU awards is recognized ratably over the vesting period on a 
straight-line basis. 


Income Taxes 


The Company accounts for income taxes in accordance with ASC 740, Income Taxes, (“ASC 740”) which 
requires recognition of the amount of taxes payable or refundable for the current year, as well as deferred tax 
liabilities and assets for the future tax consequences of events that have been included in the Company’s financial 
statements or tax returns. Deferred tax liabilities and assets result from temporary differences between the book 
value and tax basis of the Company’s assets, liabilities and carry-forwards, such as net operating losses or tax 
credits. 


The Company’s methodology for determining the realizability of deferred tax assets includes consideration 
of taxable income in prior carryback year(s) if carryback is permitted under the tax law, as well as consideration 
of the reversal of deferred tax liabilities that are in the same period and jurisdiction and are of the same character 
as the temporary differences that gave rise to the deferred tax assets. The Company’s methodology also includes 
estimates of future taxable income from its operations, as well as the expiration dates and amounts of carry- 
forwards related to net operating losses and capital losses. These estimates are projected through the life of the 
related deferred tax assets based on assumptions that the Company believes to be reasonable and consistent with 
demonstrated operating results. Changes in future operating results not currently forecasted may have a 
significant impact on the realization of deferred tax assets. Valuation allowances are provided when it is 
determined that it is more likely than not that the benefit of deferred tax assets will not be realized. 


Comprehensive Income 


The Company reports all changes in comprehensive income in the Consolidated Statements of Changes in 
Stockholders’ Equity and the Consolidated Statements of Comprehensive Income. Comprehensive income 
includes net income (loss), foreign currency translation adjustments (net of tax) and unrealized gains and losses 
on investments classified as available-for-sale (net of tax). 


Earnings per Share 


Earnings per share (“EPS”) is calculated in accordance with ASC 260, Earnings per Share. Basic EPS 
excludes dilution for potential common stock issuances and is computed by dividing basic net income available 
to common stockholders by the weighted-average number of common shares outstanding for the period. Diluted 
EPS reflects the potential dilution that could occur if securities or other contracts to issue common stock were 
exercised or converted into common stock, including: (1) shares issuable upon the vesting of RSUs and common 
stock option exercises using the treasury stock method; and (2) shares issuable upon the conversion of the 
Company’s mandatory convertible preferred stock, as determined under the if-converted method. For purposes of 
calculating diluted EPS, preferred stock dividends have been subtracted from net income (loss) in periods in 
which utilizing the if-converted method would be anti-dilutive. 


Fair Value Measurements and Fair Value of Financial Instruments 


ASC 820, Fair Value Measurements and Disclosures, establishes a framework for measuring fair value and 
a valuation hierarchy based upon the transparency of inputs used in the valuation of an asset or liability. The 
FASB defines fair value as the price that would be received to sell an asset, or paid to transfer a liability, in an 
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orderly transaction between market participants at the measurement date. Classification within the hierarchy is 
based upon the lowest level of input that is significant to the fair value measurement. The valuation hierarchy 
contains three levels as follows: 


Level 1—Unadjusted quoted prices for identical instruments in active markets. Level | assets and liabilities 
may include debt securities and equity securities that are traded in an active exchange market. 


Level 2—Quoted prices for similar instruments in active markets; quoted prices for identical or similar 
instruments in markets that are not active; and model-derived valuations in which all significant inputs and 
significant value drivers are observable in active markets. Level 2 inputs may include observable market 
data such as closing market prices provided by independent pricing services after considering factors such 
as the yields or prices of comparable investments of comparable quality, coupon, maturity, call rights and 
other potential prepayments, terms and type, reported transactions, indications as to values from dealers and 
general market conditions. In addition, pricing services may determine the fair value of equity securities 
traded principally in foreign markets when it has been determined that there has been a significant trend in 
the U.S. equity markets or in index futures trading. Level 2 assets and liabilities may include debt and equity 
securities, purchased loans and over-the-counter derivative contracts whose fair value is determined using a 
pricing model without significant unobservable market data inputs. 


Level 3—Valuations derived from valuation techniques in which one or more significant inputs or 
significant value drivers are unobservable in active exchange markets. 


Recent Accounting Pronouncements 
New Accounting Standards Implemented 


On January 1, 2018, the Company adopted the new Accounting Standards Codification (“ASC”) 606, Revenue 
from Contracts with Customers (“ASC 606”), pursuant to Accounting Standards Update (“ASU”) 2014-09, Revenue 
from Contracts with Customers, and all the related amendments (“the new revenue standard”’) using the modified 
retrospective approach. The core principle of the new revenue standard is that revenue is recognized upon the 
transfer of promised goods or services to customers in an amount that reflects the expected consideration to be 
received for the goods or services. Based on the revised criteria in the new revenue standard for determining 
whether the Company is acting as a principal or agent, certain costs that were previously presented on a net of 
revenue basis are now presented on a gross basis. The comparative periods have not been restated and continue to 
be reported under the accounting standards in effect for those periods. No cumulative-effect adjustment to the 
balance sheet was necessary upon the adoption of ASC 606. The adoption of this standard did not have a material 
impact on the Company’s consolidated financial statements. 


ASU 2016-01, Recognition and Measurement of Financial Assets and Financial Liabilities (“ASU 2016-01”). 
On January 1, 2018, the Company adopted amendments to ASC 825—Financial Instruments pursuant to ASU 
2016-01. This standard requires all equity investments (other than those accounted for under the equity method) to 
be measured at fair value with changes in the fair value recognized through net income. The Company recorded a 
$0.2 million cumulative-effect adjustment to the balance sheet upon adoption. 


ASU 2016-15, Classification of Certain Cash Receipts and Cash Payments (“ASU 2016-15”). On 
January 1, 2018, the Company adopted amendments to ASC 230—Statement of Cash Flows (“ASC 230”) on a 
retrospective basis pursuant to ASU 2016-15. This standard clarifies the treatment of several cash flow activities. 
ASU 2016-15 also clarifies that when cash receipts and cash payments have aspects of more than one 
classification of cash flows and cannot be separated, classification will depend on the predominant source or use. 
The adoption of this standard did not have a material impact on the Company’s consolidated financial statements. 
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ASU 2016-18, Statement of Cash Flows (Topic 230): Restricted Cash (“ASU 2016-18”). On January 1, 
2018, the Company adopted amendments to ASC 230 on a retrospective basis pursuant to ASU 2016-18. This 
standard requires the inclusion of restricted cash with cash and cash equivalents when reconciling the beginning 
and ending cash on the statement of cash flows. Restricted cash includes cash pledged or on deposit with brokers 
of consolidated investment products. Cash, cash equivalents and restricted cash reported on the consolidated 
statements of cash flows now includes $0.8 million, $1.0 million and $10.4 million of cash pledged or on deposit 
of consolidated investment products as of December 31, 2017, 2016 and 2015, respectively, as well as previously 
reported cash and cash equivalents. The adoption of this standard did not have a material impact on the 
Company’s consolidated financial statements. 


ASU 2017-01, Clarifying the Definition of a Business (“ASU 2017-01”). On January 1, 2018, the Company 
adopted amendments to ASC 805—Business Combinations (“ASC 805”) pursuant to ASU 2017-01 and will 
apply the standard prospectively. This standard provides guidance on evaluating whether transactions should be 
accounted for as acquisitions (or disposals) of assets or businesses. The adoption of this standard did not have a 
material impact on the Company’s consolidated financial statements. 


ASU 2017-04, Intangibles—Goodwill and Other: Simplifying the Accounting for Goodwill Impairment 
(“ASU 2017-04”). On January 1, 2018, the Company adopted amendments to ASC 350 - Intangibles—Goodwill 
and Other pursuant to ASU 2017-04 and will apply the standard prospectively for all future annual and interim 
goodwill impairment tests. Under ASU 2017-04, a goodwill impairment is defined to be the amount by which a 
reporting unit’s carrying value exceeds its fair value. The adoption of this standard did not have a material impact 
on the Company’s consolidated financial statements. 


ASU 2018-05, Income Taxes (Topic 740), Amendments to SEC Paragraphs Pursuant to SEC Staff 
Accounting Bulletin No. 118 (“ASU 2018-05”). In March 2018, the Company adopted the amendments to 
ASC 740—Income Taxes pursuant to ASU 2018-05. The standard adds various Securities and Exchange 
Commission (“SEC”) paragraphs pursuant to the issuance of the December 2017 SEC Staff Accounting Bulletin 
No. 118, Income Tax Accounting Implications of the Tax Cuts and Jobs Act (“SAB 118”), which was effective 
immediately. The SEC issued SAB 118 to address concerns about reporting entities’ ability to comply with the 
accounting requirements to recognize all of the effects of the Tax Cuts and Jobs Act in the period of enactment 
on a timely basis. SAB 118 allows disclosure stating that timely determination of some or all of the income tax 
effects from the Tax Cuts and Jobs Act are incomplete by the due date of the financial statements and if possible 
to provide a reasonable estimate of the income tax effects. We have accounted for the tax effects of the Tax Cuts 
and Jobs Act under the guidance of SAB 118. The adoption of this standard did not have a material impact on the 
Company’s consolidated financial statements. 


New Accounting Standards Not Yet Implemented 


In August 2018, the Financial Accounting Standards Board (“FASB”) issued ASU 2018-15, Intangibles- 
Goodwill and Other- Internal-Use Software (Subtopic 350-40) (“ASU 2018-15”). This standard aligns the 
requirements for capitalizing implementation costs incurred in a hosting arrangement that is a service contract 
with the requirements for capitalizing implementation costs incurred to develop or obtain internal-use software, 
including an internal use software license. ASU 2018-15 is effective for fiscal years beginning after 
December 15, 2019 and interim periods within those fiscal years. Early adoption is permitted. The Company does 
not expect the adoption of this standard to have a material impact on the Company’s consolidated financial 
statements. 


In August 2018, the FASB issued ASU 2018-13, Fair Value Measurement (Topic 820) (“ASU 2018-13”). 
This standard modifies the disclosure requirements on fair value measurements and is effective for fiscal years, 
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and interim periods within those fiscal years, beginning after December 15, 2019. Early adoption is permitted. 
The Company is currently evaluating the potential impact of the guidance but does not expect the adoption of this 
standard to have a material impact on the Company’s consolidated financial statements. 


In July 2018, the FASB issued ASU 2018-09, Codification Improvements (“ASU 2018-09”). This standard 
does not prescribe any new accounting guidance, but instead makes minor improvements and clarifications of 
several different FASB ASC areas based on comments and suggestions made by various stakeholders. Certain 
updates are applicable immediately while other updates provide for a transition period for adoption over the next 
fiscal year beginning after December 15, 2018. The Company does not expect the adoption of this standard to 
have a material impact on the Company’s consolidated financial statements. 


In February 2018, the FASB issued ASU 2018-02, Reclassification of Certain Tax Effects from Accumulated 
Other Comprehensive Income (“ASU 2018-02”). The standard provides financial statement preparers with an 
option to reclassify stranded tax effects within accumulated other comprehensive income to retained earnings in 
each period in which the effect of the change in the U.S. federal corporate income tax rate in the Tax Cuts and 
Jobs Act (or portion thereof) is recorded. ASU 2018-02 is effective for fiscal years beginning after December 15, 
2018 and interim periods within those fiscal years. Early adoption is permitted. The Company does not expect the 
adoption of this guidance to have a material impact on the Company’s consolidated financial statements. 


In February 2016, the FASB issued ASU 2016-02, Leases (Topic 842) (“ASU 2016-02”). The standard 
replaces current codification Topic 840—Leases with updated guidance on accounting for leases and requires a 
lessee to recognize assets and liabilities arising from an operating lease on the balance sheet, whereas previous 
guidance did not require lease assets and liabilities to be recognized for most operating leases. Furthermore, this 
standard permits companies to make an accounting policy election to not recognize lease assets and liabilities for 
leases with a term of 12 months or less. For both finance leases and operating leases, the lease liability should be 
initially measured at the present value of the lease payments. The recognition, measurement and presentation of 
expenses and cash flows arising from a lease by a lessee will not significantly change under this new guidance. In 
July 2018, the FASB issued ASU 2018-10, Codification Improvements to Topic 842 (Leases), which provides 
narrow amendments to clarify how to apply certain aspects of ASU 2016-02, allowing entities the option to 
instead apply the provisions of the new lease standards at the effective date without adjusting comparative 
periods presented. We plan to elect this optional transition method along with the practical expedients permitted 
under the transition guidance that will retain the lease classification and initial direct costs for any leases that 
exist prior to adoption of the new standards. We have substantially completed aggregating and evaluating our 
lease contracts. Adoption of these new lease standards is effective January 1, 2019. Upon adoption, we anticipate 
recording a right-of-use asset and lease liability on our consolidated balance sheet similar in magnitude to the 
total present value of outstanding future minimum payments for operating leases shown in Note 11. The adoption 
of these standards is not expected to have a material impact on our consolidated statements of operations or 
consolidated statements of cash flows. 
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3. Revenues 
Revenue Disaggregated by Source 


The following table summarizes revenue by source: 


Years Ended December 31, 
2018 2017 (1) 2016 (1) 

($ in thousands) 

Investment management fees 

Open-end funds ......... 0... cece eee eee ee $231,175 $175,260 $129,542 
Closed-end funds ........... 0.0.0... 000 eee eee 41,455 44,687 43,342 
Retail separate accounts .......... 0.0.0 e eee eee 13,932 54,252 40,155 
Institutional accounts ........... 00.00. cee ee eee T7711 46,600 18,707 
Structured products ......... 00.0 cece eee eee eee 9,622 6,302 2,211 
Other products: 24 oeenaks oh nad ee ee sae keds 3,526 3,974 1,273 
Total investment management fees.............. 437,021 331,075 235,230 
Distribution and service fees ................... 50,715 44,322 48,250 
Administration and shareholder service fees ..... 63,614 48,996 38,261 
Other income and fees ........................ 885 1,214 813 
Total revenues ............. 00.0000 e cee eee $552,235 $425,607 $322,554 


(1) Prior period amounts have not been adjusted and are reported in accordance with historical accounting under 
ASC 605, Revenue Recognition 


Financial Statement Impact of the Adoption of ASC 606 


The adoption of ASC 606 resulted in a change from the Company’s treatment under ASC 605 whereby 
front-end sales charges earned for the sale execution of certain share classes were previously presented net of the 
amounts retained by unaffiliated third-party dealers and banks. These front-end sales charges earned are now 
presented on a gross basis under ASC 606. 


The impact of adoption of ASC 606 on the Company’s consolidated statement of operations was as follows: 


Year Ended December 31, 2018 
Balance Under Prior Effect of Change 


As Reported ASC 605 Higher/(Lower) 
($ in thousands) 
Revenues 
Distribution and service fees ................ $50,715 $44,739 $5,976 
Operating Expenses 
Distribution and other asset-based expenses .... $92,441 $86,465 $5,976 


4. Business Combinations 
Sustainable Growth Advisers, LP (“SGA’’) 


On July 1, 2018, the Company completed the acquisition of 70% of the outstanding limited partnership 
interests of SGA and 100% of the membership interests in its general partner, SGIA, LLC (“SGA Acquisition”). 
SGA is an investment manager specializing in growth equity investing in U.S. and global equity portfolios. The 
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SGA Acquisition expands the Company’s offerings of investment strategies from its affiliated managers and 
diversifies its client base, particularly among institutional investors and international clients. The total purchase 
price of the SGA Acquisition was $129.5 million. The Company accounted for the acquisition in accordance with 
ASC 805, Business Combinations. The purchase price was allocated to the assets acquired, liabilities assumed 
and non-controlling interests based upon their estimated fair values at the date of the SGA Acquisition. Goodwill 
of $120.2 million and other intangible assets of $62.0 million were recorded as a result of the SGA Acquisition. 
The Company expects $127.5 million of this amount to be tax deductible over 15 years. The Company has not 
completed its final assessment of the fair values of purchased receivables or acquired contracts. The final fair 
value of the net assets acquired may result in adjustments to certain assets and liabilities, including goodwill. 


The following table summarizes the identified acquired assets, liabilities assumed and redeemable 
noncontrolling interests as of the acquisition date: 


July 1, 2018 
($ in thousands) 
Assets: 
Cash and cash equivalents ............ 0.00.00... 0000. $ 2,505 
INVEStMENES) 4.15, areata eal ance Sep 08d Os Bares eed Rees 262 
Accountsirecetvable: .sciysa tics veeseeedhegeehiciad 6,649 
Furniture, equipment and leasehold improvements ....... 70 
Intangible: assets: scant cuneate egg sede seedy Pekan 62,000 
Goodwill) .c:2.5 seats se eee Pee eoeeees hele dt ky aeeay 120,213 
Other assets: sc. ci.c dod be Sigh ericha be qsv Aree dn eG capi deals 659 
Total Assets: oc ecccedgsna wide dese iee tie tabe thea 192,358 
Liabilities 
Accrued compensation and benefits ................... 824 
Accounts payable and accrued liabilities ............... 6,534 
Total liabilities ........... 00... eee eee 7,358 
Redeemable noncontrolling interests ................ 55,500 
Total Net Assets Acquired ...................--005- $129,500 


Identifiable Intangible Assets Acquired 


In connection with the allocation of the purchase price, the Company identified the following intangible 
assets: 


July 1, 2018 


Weighted 
Approximate Average of 
Fair Value Useful Life 


($ in thousands) 
Definite-lived intangible assets: 


Institutional and retail separate account investment contracts ... $49,000 6 years 
Tad mame | osx sca ic ecscss 2g gcd ea ace ara saa ane ce pode tense po oodses 7,000 10 years 
Non-competition agreements .......... 0.0.00... 0000 e eee 6,000 5 years 
Total definite-lived intangible assets ..................... $62,000 
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The following unaudited pro forma condensed consolidated results of operations are provided for illustrative 
purposes only and assume that the SGA Acquisition occurred on January 1, 2017. The unaudited pro forma 
information also reflects adjustment for transaction and integration expenses as if the SGA Acquisition had been 
consummated on January |, 2017. This unaudited information should not be relied upon as being indicative of 
historical results that would have been obtained if the SGA Acquisition had occurred on that date, nor of the 
results that may be obtained in the future. 


December 31, 
2018 2017 
($ in thousands, except per share amounts) 
TotalRevenuleS:: 6.5.6 da6.035. oh sod Soleo bah be aa ee baw kel as $569,465 $454,156 
Net Income (Loss) Attributable to Common Stockholders........ $ 69,341 $ 26,175 


Ridge Worth Investments 


On June 1, 2017, the Company acquired RidgeWorth Investments (the “RW Acquisition”), a multi-boutique 
asset manager with approximately $40.1 billion in assets under management, including $35.7 billion in long term 
assets under management and $4.4 billion in liquidity strategies. 


The total purchase price of the RW Acquisition was $547.1 million, comprising $485.2 million for the 
business and $61.9 million for certain balance sheet investments. The Company accounted for the RW 
Acquisition in accordance with ASC 805. The purchase price was allocated to the assets acquired and liabilities 
assumed based upon their estimated fair values at the date of the RW Acquisition. No incremental measurement 
period adjustments were recorded in fiscal 2018; the measurement period was complete on June 1, 2018. 


The following table summarizes the initial estimate of amounts of identified acquired assets and liabilities 
assumed as of the acquisition date: 


June 1, 2017 
($ in thousands) 
Assets: 
Cash and cash equivalents ...............0.. 0000008. $ 39,343 
INVEStMENTS: cos o4.d.e Sete Sew ERS aan ak a whee 5,516 
Accounts receivable ........... 000 cece eee eee eee 20,311 
Assets of consolidated investment products (“CIP’’) 
Cash and cash equivalents of CIP ................0.4. 38,261 
Investments: of CUP! yi os dade ee Saas dare Se end 899,274 
Other assets of CIP ..... 0.0.00. eee ee 19,158 
Furniture, equipment and leasehold improvements ...... 5,505 
Intanpible assets: ccc ..a0 anes Saget eee cee 275,700 
Goodwill! 2c ¥ shod oa oe dR Be Saeed eg dds 163,365 
Deferred taxes, net... 0... ee ee eee 6,590 
Other assets: ..i5.4 ec dander gad-btapuked naw det eed S44 aes 3,003 
Total Assets: se. nice hn Sa beak dies a eee ee 1,476,026 
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June 1, 2017 


($ in thousands) 
Liabilities: 
Accrued compensation and benefits .................. 18,263 
Accounts payable and accrued liabilities .............. 11,858 
Other Habihtes: 24s.026.s0 ase beecke eae 34 sud eed 2,601 
Liabilities of CIP 
Notes payableé:of CIP ssc pels whe ee eadees Sede 770,160 
Securities purchased payable and other liabilities of 

CTP ie daseieutg 4 eed at aia seek Mirae ena ees beats 109,881 
Noncontrolling Interests of CIP .................00.. 16,181 
Total Liabilities & Noncontrolling Interests .......... 928,944 
Total Net Assets Acquired .....................04. $ 547,082 


Identifiable Intangible Assets Acquired 


In connection with the allocation of the purchase price, we identified the following intangible assets: 


June 1, 2017 


Weighted 
Approximate Average of 
Fair Value Useful Life 


($ in thousands) 

Definite-lived intangible assets: 

Mutual fund investment contracts ............. 00000 eee eee $189,200 16 years 
Institutional and retail separate account investment contracts .... 77,000 10 years 
Trademarks/Trade names ........... 0.00.0 800 10 years 
Total finite-lived intangible assets ....................... 267,000 
Indefinite-lived intangible assets: 

MPadE NAMES % io 3-9-4 Se cheo bare od Saeed hb Ee awd ea 4 ewes 8,700 N/A 
Total identifiable intangible assets ....................... $275,700 


The following unaudited pro forma condensed consolidated results of operations are provided for illustrative 
purposes only and assume that the RW Acquisition occurred on January 1, 2016. The unaudited pro forma 
information also reflects adjustment for transaction and integration expenses as if the RW Acquisition had been 
consummated on January 1, 2016. The unaudited pro forma financial information does not reflect any adjustment 
to the timing of any synergies or other costs savings realized. This unaudited information should not be relied 
upon as being indicative of historical results that would have been obtained if the RW Acquisition had occurred 
on that date, nor of the results that may be obtained in the future. 


Years Ended December 31, 


2017 2016 
($ in thousands, except per share amounts) 
Total REVENUES si. coleuse Gs. Sods Sock. d vo dEs o US eee Sey oS $489,094 $466,429 
Net Income (Loss) Attributable to Common Stockholders ....... $ 27,523 $ 23,511 
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5. Goodwill and Other Intangible Assets 


Intangible assets, net are summarized as follows: 


December 31, 


2018 2017 
($ in thousands) 
Definite-lived intangible assets, net: 
Investment contracts and other ......... 0.0.0.0. c cece eee eee $ 487,747 $425,747 
Accumulated amortization .......0.0. 0.00: cece eee ee eens (192,451) (167,309) 
Definite-lived intangible assets, net ...............0.000000- 295,296 258,438 
Indefinite-lived intangible assets ......................... 43,516 43,516 
Total intangible assets, net ...... 00.0... eee eee eee $ 338,812 $ 301,954 


Activity in goodwill and intangible assets, net is as follows: 


Years Ended December 31, 


2018 2017 2016 
($ in thousands) 
Intangible assets, net 
Balance, beginning of period ..................... $301,954 $ 38,427 $40,887 
Acquisitions (1) 28 ones cee eee Skee eee 62,000 275,700 — 
Amortization expense ... 6.0.0... 0 cee eee eee (25,142) (12,173) (2,460) 
Balance, end of period ......................0-- $338,812 $301,954 $38,427 
Goodwill 
Balance, beginning of period ..................... $170,153 $ 6,788 $ 6,701 
ACQUISIONS 1). sic ids enlee oe MENA eae aA 120,213 163,365 — 
Acquisition related adjustments ................... — — 87 
Balance, end of period ......................0-- $290,366 $170,153 $ 6,788 


(1) - See Note 4 for details on the acquired goodwill and intangible assets. 


Definite-lived intangible asset amortization for the next five years and thereafter is estimated as follows ($ 
in thousands): 


Fiscal Year Amount 
DONO coe dees sessed. Galt gosh soniaratth Syectatecdt a shana ded eta acted bath $ 30,110 
QO QO ia stras, Aza staat tac e aac doeeeee hd @esectac as teace cs dee ee Glee eae aes ates 29,945 
QOZW, fiche ka a8 et oo adh uh Rsonsee eee one band oe Sa ee Gee 29,933 
DODD eeeeteit ket ae best eeegnaet sa ehaee thea ardor wedeaea ena eciecae 29,809 
QOQSS sie deted BAe on bok iota ela tee bas bade oe hot 29,148 
2024 and Thereafter ......... 0.0.0. ccc cee eee 146,351 
$295,296 


At December 31, 2018, the weighted average estimated remaining amortization period for definite-lived 
intangible assets is 11.5 years. 
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6. Investments 


Investments consist primarily of investments in the Company’s sponsored products. The Company’s 
investments, excluding the assets of consolidated investment products discussed in Note 19, at December 31, 
2018 and 2017 were as follows: 


December 31, 


2018 2017 

($ in thousands) 

Investment securities - fair value ........ 0.0.0... eee eee $59,271 $ 69,101 
Investment securities - available for sale ..................0005 2,023 20,662 
Equity method investments ........ 0.0.0.0... eee eee eee 10,573 11,098 
Nonqualified retirement plan assets ..................0-00 0000. 6,716 6,706 
Other investments ....... 0.0... ccc eee eee eee eee 975 925 
Total investments ........0.0.0 00000. eee eee $79,558 $108,492 


Investment Securities—fair value 


Investment securities—fair value consist of investments in the Company’s sponsored funds, separately 
managed accounts and trading debt securities. The composition of the Company’s investment securities—fair 
value is summarized as follows: 


December 31, 2018 
Fair 
Cost Value 
($ in thousands) 
Investment Securities—Equity: 
Sponsored funds: 42.09 does hee ow aew eters te aes $43,507 $40,191 
EQUITY SCCURIUIES: 5.654.554 Siscboi a dca plata epee galnetaweead Galea 16,380 16,981 
Trading debt securities 2.2.0.0... 0. eee cee eee 3,816 2,099 
Total investment securities—equity ......................0.. $63,703 $59,271 
December 31, 2017 
Fair 
Cost Value 
($ in thousands) 
Investment Securities—Equity: 
Sponsored funds ........... 0.000 cece eee tees $50,845 $50,614 
Equity Securities: oo 005 eases aera Gane ae nesta dtadides 13,141 15,810 
‘Trading: debt SECUMMUGS:- o.22-.2scevscece-cealabactcadapatei envi dace Goa: eacadgua axe 3,816 2,677 
Total investment securities—equity .....................00.-. $67,802 $69,101 


For the year ended December 31, 2018, the Company recognized a net realized gain of $1.8 million on 
investment securities—equity. For the years ended December 31, 2017 and 2016, the Company recognized net 
realized losses of $1.5 million and $0.3 million, respectively, on investment securities—equity. 
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Investments securities—available for sale 


The investment securities—available for sale consists of investments in CLOs for which the Company 
provides investment management services and does not consolidate. The composition of the Company’s 
investment securities—available for sale is summarized as follows: 


December 31, 2018 
Unrealized Unrealized Fair 
Cost Loss Gain Value 
($ in thousands) 
Investments in CLOS ...... 0.0.0... ccc ccc eee ee eee ee eee ees $3,696  $(1,673) $— $2,023 
December 31, 2017 
Unrealized Unrealized Fair 
Cost Loss Gain Value 
($ in thousands) 
Investments in CLOS ......... 0.0 teen eens $21,240  $(630) $52 $20,662 


Equity Method Investments 


The Company’s equity method investments primarily consist of investments in limited partnerships. For the 
years ended December 31, 2018 and 2017, distributions from equity method investments were $4.2 million and 
$0.9 million, respectively. For the year ended December 31, 2016, there were no distributions from equity 
method investments. For the year ended December 31, 2016, the Company made capital contributions of $2.5 
million to one of its equity method investments, and the remaining capital commitment at December 31, 2018 is 
$0.7 million. 


Nonqualified Retirement Plan Assets 


The Company’s Excess Incentive Plan allows certain employees to voluntarily defer compensation. The 
Company holds the Excess Incentive Plan assets in a rabbi trust, which is subject to the claims of the Company’s 
creditors in the event of the Company’s bankruptcy or insolvency. Each participant is responsible for designating 
investment options for assets they contribute, and the ultimate distribution paid to each participant reflects any 
gains or losses on the assets realized while in the trust. Assets held in trust are included in investments and are 
carried at fair value utilizing Level 1 valuation techniques in accordance with ASC 320; the associated 
obligations to participants are included in other liabilities in the Company’s Consolidated Balance Sheets. 


Other Investments 


Other investments represent interests in entities not accounted for under the equity method such as the cost 
method or fair value. 
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7. Fair Value Measurements 


The Company’s assets and liabilities measured at fair value on a recurring basis, excluding the assets and 
liabilities of consolidated investment products discussed in Note 19, as of December 31, 2018 and December 31, 
2017, by fair value hierarchy level were as follows: 


December 31, 2018 
Level 1 Level2 Level 3 Total 


($ in thousands) 


Assets 
Cash equivalents: :c:- 2008 foot h stated poh eeiedad 4 daa ddss oe Avene $158,596 $— $ — __ $158,596 
Investment securities—fair value 
Sponsored funds’. ¢..sccd4 node dees Ohese Gee eee ede e waaay 40,191 — — 40,191 
Equity SECUMUUES... ..5.2c.cnc dances cease aus Pade OA See Rea ee 16,981 — — 16,981 
Trading debt securities ... 0.0... cece eee eee —_ — 2,099 2,099 
Investment securities—available for sale ......... 0.0.0.0. 0c eee eee — — 2,023 2,023 
Nonqualified retirement plan assets ......... 0.0.0 cee eee eee 6,716 — — 6,716 
Total assets measured at fair value ....................0.000005 $222,484 $— $4,122 $226,606 
December 31, 2017 


Level 1 Level 2 Level 3 Total 
($ in thousands) 


Assets 
Cash equivalents ......... 0.0... cece eee ees $ 72,993 $ — $ — _ $ 72,993 
Investment securities—equity 
Sponsored funds ......... 2.0.0.0 cece cee eee eee 50,614 — — 50,614 
equity SCCUMUES) ¢ ocsudtane ttn teeed tayeea es agarwaes ea 15,810 —_— —_— 15,810 
Trading debt securities .... 0.0... eee eee eee — — 2,677 2,677 
Investment securities—available for sale .............. 0.0 00000e — 18,900 1,762 20,662 
Nonqualified retirement plan assets ..................0 002-0008. 6,706 — — 6,706 
Total assets measured at fair value ......................000. $146,123 $18,900 $4,439 $169,462 


The following is a discussion of the valuation methodologies used for the Company’s assets measured at fair 
value. 


Cash equivalents represent investments in money market funds. Cash investments in actively traded money 
market funds are valued using published net asset values and are classified as Level 1. 


Sponsored funds represent investments in open-end funds, closed-end funds and ETFs for which the 
Company acts as the investment manager. The fair value of open-end funds is determined based on their 
published net asset values and are categorized as Level |. The fair value of closed-end funds and ETFs are 
determined based on the official closing price on the exchange they are traded on and are categorized as Level 1. 


Equity securities include securities traded on active markets and are valued at the official closing price 
(typically last sale or bid) on the exchange on which the securities are primarily traded and are categorized as 
Level 1. 


Trading debt securities and Investments—available for sale represent investments in CLOs for which the 
Company provides investment management services. The investments in CLOs are measured at fair value based 
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on independent third party valuations and are categorized as Level 2 and Level 3. The independent third party 
valuations are based on discounted cash flow models and comparable trade data. 


Nonqualified retirement plan assets represent mutual funds within a nonqualified retirement plan whose fair 
value is determined based on their published net asset value and are categorized as Level 1. 


Cash, accounts receivable, accounts payable and accrued liabilities equal or approximate fair value based on 
the short-term nature of these instruments. 


Transfers into and out of levels are reflected when significant inputs used for the fair value measurement, 
including market inputs or performance attributes, become observable or unobservable or when the Company 
determines it has the ability, or no longer has the ability, to redeem, in the near term, certain investments that the 
Company values using a net asset value, or if the book value no longer represents fair value. There were no 
transfers between Level | and Level 2 during the years ended December 31, 2018 and 2017. 


The following table is a reconciliation of assets for Level 3 investments for which significant unobservable 
inputs were used to determine fair value: 


Twelve Months Ended December 31, 


2018 2017 
($ in thousands) 
Level 3 Investments (a) 
Balance at beginning of period....................4. $ 4,439 $ — 
Acquired in business combination .................-. — 2,916 
Purchases» « <isasdcg-o:sc8- Se wees HARE EG RNS ERS eS Beas 1,326 2,370 
Change in unrealized gain (loss), net ................. (1,643) (847) 
Balance at end of period........................4. $ 4,122 $4,439 


(a) The investments that are categorized as Level 3 were valued utilizing third-party pricing information 
without adjustment. 


8. Furniture, Equipment and Leasehold Improvements, Net 


Furniture, equipment and leasehold improvements, net are summarized as follows: 


December 31, 

2018 2017 
($ in thousands) 
Furniture and office equipment ............... 0000 ee eee eee $ 12,543 $ 7,564 
Computer equipment and software ...................0 000000. 6,811 9,274 
Leasehold improvements ........... 0... c eee eee eee eee 24,880 14,132 

44,234 30,970 
Accumulated depreciation and amortization .................-. (24,080) (20,137) 
Furniture, equipment and leasehold improvements, net........... $ 20,154  $ 10,833 
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9. Income Taxes 


The components of the provision for income taxes are as follows: 


Years Ended December 31, 
2018 2017 2016 

($ in thousands) 
Current 

Fedétall: 3.2.cc.i03¥ecttess ee eed dee eae Uden $18,864 $15,670 $12,790 

SPA e Se hsa cht autegaratas aa spaka sein ixaresares hanatiey seen dene) seis saete 3,668 1,985 1,855 
Total current tax expense (benefit) .................. 22,532 17,655 14,645 
Deferred 

Pedetall 2. giscsigd est aadenoe 00-5 $84 e das 44-08 Bes 5,901 20,895 5,489 

Stale. cessed sage yt pute oe ois ee eee este BG aceon aa 4,528 1,940 910 
Total deferred tax expense (benefit) ................. 10,429 22,835 6,399 
Total expense (benefit) for income taxes .............. $32,961 $40,490 $21,044 


The following presents a reconciliation of the provision (benefit) for income taxes computed at the federal 
statutory rate to the provision (benefit) for income taxes recognized in the Consolidated Statements of Operations 
for the years indicated: 


Years Ended December 31, 
2018 2017 2016 

($ in thousands) 
‘Tax at statutory Tate: coe eta he he een ee be eoekee es. Rha dS $22,899 21% $28,150 35% $24,432 35% 
State taxes, net of federal benefit .....................000. 6,450 6 3,548 4 2,010 3 
Effect of U.S. tax reform (the Tax Act) ..............000005 —- — 13,074 16 —- — 
Effect of net income (loss) attributable to noncontrolling 

ATUL ESIS 4. 32c15, atvvndencatee tae ann acche ate ats cr wees dees MANE aaes ek onae ts dq71) — (1,017) (1) (91) — 
Change in valuation allowance .......... 0.00. cece ee ee eee 4,508 4 (2,613) (3) (5,125) (7) 
OTHER, MEE rishi ee a ed o Ridee eSNG SHAG ws ads (725) (1) (652) (1) (182) (1) 
Income tax expense (benefit) ............ 0.0.0.0 e eee eee $32,961  30%$40,490 50%$21,044 30% 


The provision for income taxes reflects U.S. federal, state and local taxes at an effective tax rate of 30%, 
50% and 30% for the years ended December 31, 2018, 2017 and 2016, respectively. The Company’s tax position 
for the years ended December 31, 2018, 2017 and 2016 was impacted by changes in the valuation allowance 
related to the unrealized and realized gains and losses on the Company’s investments. 


On December 22, 2017, the Tax Cuts and Jobs Act (the Tax Act) was enacted which made significant 
changes to federal income tax law, including reducing the statutory corporate income tax rate to 21 percent from 
35 percent. The SEC issued Staff Accounting Bulletin No. 118, which specifies, among other things, that 
reasonable estimates of the income tax effects of the Tax Act should be used, if determinable. The accounting for 
these elements of the 2017 Tax Act is complete. 


Virtus Investment Partners, Inc. 
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Deferred taxes resulted from temporary differences between the amounts reported in the consolidated 


financial statements and the tax basis of assets and liabilities. The tax effects of temporary differences are as 
follows: 


December 31, 

2018 2017 
($ in thousands) 
Deferred tax assets: 
Mntan cable: assets: s..2.cm0i. gusaea sc lacanace ccs ae dad eokoaceadea ete ad weacera dean Abe $ 7,352 $10,706 
Net operating Losses! 2.06 so. ddes ewes ede die edieas ened e 14,750 16,769 
Compensation accruals ....... 0.0... eee eee eee eee eens 11,728 7,681 
INVESUMENTS: 432-4-$005 de deehe a0 hee oe bad ebb eb d eta keaseew d 7,557 7,322 
Caprtal lOSSCS) {sc 5.5403 buscgeetet aig gaihs die Steines Sue a gub dleaiceeacccaue ack 512 870 
OURCE. a's gid Sacete Set eee SS ye oe EMS tnd Sad wt chad do fo.de does ee Roe lesa s 942 1,675 
Gross deferred tax assetS ... 0.0.0... 0.0 eee eee eee 42,841 45,023 
Valuation allowance ...0.003cedsacdh ted be eehadund oti bedede ds (8,439) (3,088) 
Gross deferred tax assets after valuation allowance .............. 34,402 41,935 
Deferred tax liabilities: 
Intangible assets 23000450 0cene chk deew Pet ive tage tedawe we (12,286) (9,507) 
Gross deferred tax liabilities ........ 20.0.0... 0c cece ene (12,286) (9,507) 
Deferred tax assets, net ......... ccc cece eee eee ee eee eee eens $22,116 $32,428 


At each reporting date, the Company evaluates the positive and negative evidence used to determine the 
likelihood of realization of its deferred tax assets. The Company maintained a valuation allowance in the amount 
of $8.4 million and $3.1 million at December 31, 2018 and 2017, respectively, relating to deferred tax assets on 
items of a capital nature as well as certain state deferred tax assets. 


As of December 31, 2018, the Company had net operating loss carry-forwards for federal income tax 
purposes represented by an $8.5 million deferred tax asset. The related federal net operating loss carry-forwards 
are scheduled to begin to expire in the year 2031. As of December 31, 2018, the Company had state net operating 
loss carry-forwards, varying by subsidiary and jurisdiction, represented by a $6.3 million deferred tax asset. The 
state net operating loss carry-forwards are scheduled to begin to expire in 2019. 


Internal Revenue Code Section 382 limits tax deductions for net operating losses, capital losses and net 
unrealized built-in losses after there is a substantial change in ownership in a corporation’s stock involving a 50 
percentage point increase in ownership by 5% or larger stockholders. During the year ended December 31, 2009, 
the Company incurred an ownership change as defined in Section 382. At December 31, 2018, the Company has 
pre-change losses represented by deferred tax assets totaling $11.6 million. The utilization of these assets is 
subject to an annual limitation of $1.1 million. 


The Company has had no unrecognized tax benefits activity for the years ended December 31, 2018, 2017 
and 2016. The Company’s practice is to classify interest and penalties related to income tax matters in income 
tax expense. The Company recorded no interest or penalties related to unrecognized tax benefits at December 31, 
2018, 2017 and 2016. 


The earliest federal tax year that remains open for examination is 2015. The earliest open years in the 
Company’s major state tax jurisdictions are 2010 for Connecticut and 2015 for all of the Company’s remaining 
state tax jurisdictions. 
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10. Debt 
Credit Agreement 


On June 1, 2017, in connection with the RW Acquisition, the Company entered into a new credit agreement 
(“Credit Agreement”) comprising (1) $260.0 million of seven-year term debt (“Term Loan’”’) and (2) a $100.0 
million five-year revolving credit facility (“Credit Facility”). On February 15, 2018 (the “Effective Date’), the 
Company entered into Amendment No. | (the “Amendment”) to its Credit Agreement, which provided 
commitments for an additional $105.0 million of term loans (“Additional Term Loans”) which were subject to, 
among other customary conditions, the substantially concurrent consummation of the SGA Acquisition. On 
July 2, 2018, the Company borrowed the $105.0 million of additional term loans and used the proceeds, in 
combination with balance sheet resources, to fund the SGA Acquisition. At December 31, 2018, $340.6 million 
was outstanding under the Term Loan and the Company had no borrowings under its Credit Facility. In 
accordance with ASC 835, Interest, the amounts outstanding under the Company’s Term Loan are presented on 
the consolidated balance sheet net of related debt issuance costs which were $11.4 million as of December 31, 
2018. 


Amounts outstanding under the Credit Agreement for the Term Loan and the Credit Facility bear interest at 
an annual rate equal to, at the option of the Company, either (i) LIBOR (adjusted for reserves) for interest periods 
of one, two, three or six months (or, solely in the case of the Credit Facility, if agreed to by each relevant Lender, 
twelve months or periods less than one month), subject to a “floor” of 0% for the Credit Facility and 0.75% for 
the Term Loan, or (ii) an alternate base rate, in either case plus an applicable margin. The applicable margin on 
amounts outstanding under the Credit Agreement, commencing as of the Effective Date, is 2.50%, in the case of 
LIBOR-based loans, and 1.50% in the case of alternate base rate loans, in each case subject to a 25 basis point 
reduction based on the secured net leverage ratio (as defined in the Credit Agreement) of the Company as of the 
last day of the preceding fiscal quarter being not greater than 1.00 to 1.00, as reflected in certain financial reports 
required under the Credit Agreement. 


The Credit Agreement includes a financial maintenance covenant that the Company will not permit the 
Total Net Leverage Ratio to exceed 2.50:1.00 as of the last day of any fiscal quarter, provided that this covenant 
will apply only if on such day the aggregate principal amount of outstanding revolving loans and letters of credit 
under the Credit Facility exceeds 30% of the aggregate revolving commitments as of such day. 


The obligations of the Company under the Credit Agreement are guaranteed by certain of its subsidiaries 
(the “Guarantors’’) and secured by substantially all of the assets of the Company, subject to customary 
exceptions. The Credit Agreement contains customary affirmative and negative covenants, including covenants 
that affect, among other things, the ability of the Company and its subsidiaries to incur additional indebtedness, 
create liens, merge or dissolve, make investments, dispose of assets, engage in sale and leaseback transactions, 
purchase shares of our common stock, make distributions and dividends and pre-payments of junior 
indebtedness, engage in transactions with affiliates, enter into restrictive agreements, amend documentation 
governing junior indebtedness, modify its fiscal year, or modify its organizational documents, subject to 
customary exceptions, thresholds, qualifications and “baskets.” 


The Term Loan amortizes at the rate of 1.00% per annum payable in equal quarterly installments and will be 
mandatorily repaid with: (a) 50% of the Company’s excess cash flow, as defined in the Credit Agreement, on an 
annual basis, beginning with the fiscal year ended December 31, 2018, declining to 25% if the Company’s 
secured net leverage ratio declines below 1.0, and further declining to 0% if the Company’s secured net leverage 
ratio declines below 0.5; (b) the net proceeds of certain asset sales, casualty or condemnation events, subject to 
customary reinvestment rights; and (c) the proceeds of any indebtedness incurred other than indebtedness 
permitted to be incurred by the Credit Agreement. 
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At any time, upon timely notice, the Company may terminate the Credit Agreement in full, reduce the 
commitment under the Credit Facility in minimum specified increments or prepay the Term Loan in whole or in 
part, subject to the payment of breakage fees with respect to LIBOR-based loans and, in the case of any Term 
Loans that are prepaid in connection with a “repricing transaction” occurring within the six-month period 
following the closing date, a 1.00% premium. 


Future minimum Term Loan payments (exclusive of unamortized debt issuance costs) as of December 31, 
2018 are as follows ($ in thousands): 


Year Amount 
LOND? soo aah e Wseetade esd alee ea PP Oe bo Sees, Oa se $ 3,651 
DODO sss coees 2 ettnstod clare Gaeta A tua t Setotus, serach tacts ane eee ented 3,652 
O21 oe ad snow eed ate nee sbew eed, eo4 eed aed 3,651 
QOD D sca a cose ata, dt, Gece stud oad tee atin eens tea cha dah, okies ele 3,652 
2023) Hiisned bath we ee dsewice nostedietie ened bea nls 3,651 
ODA sacri Mok eens BGI cog cpt Bik SA Fe te Re as ete le Seen ed 322,317 
$340,574 


11. Commitments and Contingencies 
Legal Matters 


The Company is regularly involved in litigation and arbitration as well as examinations, inquiries and 
investigations by various regulatory bodies, including the SEC, involving its compliance with, among other 
things, securities laws, client investment guidelines, laws governing the activities of broker-dealers and other 
laws and regulations affecting its products and other activities. Legal and regulatory matters of this nature 
involve or may involve but are not limited to the Company’s activities as an employer, issuer of securities, 
investor, investment adviser, broker-dealer or taxpayer. In addition, in the normal course of business, the 
Company discusses matters with its regulators raised during regulatory examinations or is otherwise subject to 
their inquiry. These matters could result in censures, fines, penalties or other sanctions. 


The Company accrues for a liability when it is both probable that a liability has been incurred and the 
amount of the liability can be reasonably estimated. Significant judgment is required in both the determination of 
probability and the determination as to whether a loss is reasonably estimable. In addition, in the event the 
Company determines that a loss is not probable, but is reasonably possible, and it becomes possible to develop 
what the Company believes to be a reasonable range of possible loss, then the Company will include disclosures 
related to such matter as appropriate and in compliance with ASC 450, Loss Contingencies. The disclosures, 
accruals or estimates, if any, resulting from the foregoing analysis are reviewed at least quarterly and adjusted to 
reflect the impact of negotiations, settlements, rulings, advice of legal counsel and other information and events 
pertaining to a particular matter. Based on information currently available, available insurance coverage and 
established reserves, the Company believes that the outcomes of its legal and regulatory proceedings are not 
likely, either individually or in the aggregate, to have a material adverse effect on the Company’s results of 
operations, cash flows or its consolidated financial condition. However, in the event of unexpected subsequent 
developments and given the inherent unpredictability of these legal and regulatory matters, the Company can 
provide no assurance that its assessment of any claim, dispute, regulatory examination or investigation or other 
legal matter will reflect the ultimate outcome and an adverse outcome in certain matters could, from time to time, 
have a material adverse effect on the Company’s results of operations or cash flows in particular quarterly or 
annual periods. 


F-34 


Virtus Investment Partners, Inc. 


Notes to Consolidated Financial Statements—(Continued) 


In re Virtus Investment Partners, Inc. Securities Litigation; formerly Tom Cummins v. Virtus Investment 
Partners Inc. et al 


On February 20, 2015, a putative class action complaint was filed against the Company and certain of the 
Company’s current officers (the “defendants”) in the United States District Court for the Southern District of 
New York (the “Court’”). On August 21, 2015, the plaintiffs filed a Consolidated Class Action Complaint (the 
“Complaint’) purportedly filed on behalf of all purchasers of the Company’s common stock between January 25, 
2013 and May 11, 2015 (the “Class Period’’). The Complaint alleged that, during the Class Period, the defendants 
disseminated materially false and misleading statements and concealed material adverse facts relating to certain 
funds and alleged claims under Sections 10(b) and 20(a) of the Exchange Act, and Rule 10b-5. While the 
Company believed that the suit was without merit, on May 18, 2018, it executed a final settlement agreement 
with the plaintiffs settling all claims in the litigation in order to avoid the cost, distraction, disruption, and 
inherent litigation uncertainty. The settlement was approved by the Court on December 4, 2018, and on 
January 11, 2019, the Court entered final judgment, concluding the action. 


Lease Commitments 


The Company incurred rental expenses, primarily related to office space, under operating leases of $8.1 
million, $6.2 million and $4.4 million in 2018, 2017 and 2016, respectively. Minimum aggregate rental payments 
required under operating leases that have initial or remaining non-cancellable lease terms in excess of one year as 
of December 31, 2018 are as follows: $6.1 million in 2019; $6.5 million in 2020; $5.1 million in 2021; $3.9 
million in 2022; $3.5 million in 2023; and $12.9 million thereafter. 


12. Equity Transactions 
Stock Repurchases 


As of December 31, 2018, 4.2 million shares of the Company’s common stock have been authorized to be 
repurchased under the Board of Directors approved share repurchase program and 624,803 shares remain 
available for repurchase. Under the terms of the program, the Company may repurchase shares of its common 
stock from time to time at its discretion through open market repurchases, privately negotiated transactions and/ 
or other mechanisms, depending on price and prevailing market and business conditions. The program, which has 
no specified term, may be suspended or terminated at any time. 


During the year ended December 31, 2018, the Company repurchased a total of 258,953 common shares for 
approximately $27.5 million. As of December 31, 2018, the Company had repurchased a total of 3,555,242 
shares of common stock at a weighted average price of $106.65 per share plus transaction costs for a total cost of 
$379.2 million. 


Equity Issuances 


During the year ended December 31, 2017, the Company issued 1,260,169 shares of common stock 
consisting of: (1) 1,046,500 shares of common stock in a public offering, which included the exercise of the 
underwriters’ over-allotment option, for net proceeds of $109.5 million, after underwriting discounts, 
commissions and other offering expenses; and (2) 213,669 shares of the Company’s common stock as part of the 
consideration for the RW Acquisition. 


During the year ended December 31, 2017, the Company issued 1,150,000 shares of 7.25% mandatory 
convertible preferred stock (“MCPS”) in a public offering which included the exercised over-allotment option for 
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net proceeds of $111.0 million, after underwriting discounts, commissions and other offering expenses. The 
MCPS was issued with a liquidation preference of $100.00 per share. Unless converted earlier, each share of 
MCPS will convert automatically on February 1, 2020 (the “mandatory conversion date”’) into between 0.7583 
and 0.9100 shares of common stock (a conversion price range between $131.88 to $109.90 per share, 
respectively), subject to customary anti-dilution adjustments. The number of shares of common stock issuable 
upon conversion will be determined based on the volume-weighted average price per share of the Company’s 
common stock over the 20 consecutive trading day period beginning on, and including, the 22nd scheduled 
trading day immediately preceding the mandatory conversion date. Each share of MCPS can be converted prior 
to the mandatory conversion date at the option of the holder at the minimum conversion rate of 0.7583 or at a 
specified rate, in the event of a fundamental change as defined in the certificate of designations of the MCPS. 


Dividends on the MCPS will be payable on a cumulative basis when, as and if declared by the Board of 
Directors, at an annual rate of 7.25 percent on the liquidation preference of $100.00 per share. If declared, these 
dividends will be paid in cash, or, subject to certain limitations, in shares of Virtus’ common stock (or a 
combination) on February 1, May 1, August 1, and November | of each year, commencing May 1, 2017, and 
continuing to, and including, February 1, 2020. 


Dividends 


During the first and second quarters of the year ended December 31, 2018, the Board of Directors declared 
quarterly cash dividends on the Company’s common stock of $0.45 each. During the third and fourth quarters of 
the year ended December 31, 2018, the Board of Directors declared quarterly cash dividends on the Company’s 
common stock of $0.55 each. Total dividends declared on the Company’s common stock were $15.3 million for 
the year ended December 31, 2018. 


During each quarter of the year ended December 31, 2018, the Board of Directors declared quarterly cash 
dividends on the Company’s preferred stock of $1.8125 each. Total dividends declared on the Company’s 
preferred stock were $8.3 million for the year ended December 31, 2018. 


At December 31, 2018, $7.8 million was included as dividends payable in liabilities in the Consolidated 
Balance Sheet. This balance represents the fourth quarter dividends of $2.1 million to be paid on February 15, 
2019 for the Company’s preferred stock shareholders of record as of January 31, 2019 and $5.7 million to be paid 
on February 15, 2019 for the Company’s common stock shareholders of record as of January 31, 2019. 
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13. Accumulated Other Comprehensive Income (Loss) 


The changes in accumulated other comprehensive income (loss), by component, are as follows: 


Unrealized Gains Foreign 
(Losses) on Currency 
Securities Translation 


Available-for-Sale Adjustments 
($ in thousands) 


Balance December 31, 2017 «2... 0.0... ccc ees $(612) $ 12 
Unrealized net gain (loss) on available-for-sale securities, 

net of tax-Of SIL 6 i.e icsddaietoin dbetwd heise (292) — 
Foreign currency translation adjustments, net of tax of 

DO ce tscics a esr oreast es & ureaansee sie acer enteoan asics 8 top abs dar soa te — (17) 
Amounts reclassified from accumulated other 

comprehensive income (loss), net of tax of ($61) (1) 178 — 
Net current-period other comprehensive income (loss) .... (114) (17) 
Balance December 31, 2018 ............. 0.000000 aes $(726) (5) 


(1) On January 1, 2018, the Company adopted amendments to ASC 825 pursuant to ASU 2016-01. This 
standard requires all equity investments (other than those accounted for under the equity method) to be 
measured at fair value with changes in the fair value recognized through net income. 


Unrealized Gains Foreign 
(Losses) on Currency 
Securities Translation 


Available-for-Sale Adjustments 
($ in thousands) 


Balance December 31, 2016 ........ 00.0.0. cee eee $(224) $— 
Unrealized net gain (loss) on available-for-sale securities, 

net of tax of $100.2... 0. ec cece nee (388) —_ 
Foreign currency translation adjustments, net of tax of 

CDA) Racer ses cee cate ede tee 0 tees oe te eae rane taetsh aves aceon ge — 12 
Net current-period other comprehensive income (loss) ... (388) 12 
Balance December 31, 2017 ........ 2.0.0... eee ee eee $(612) 12 


14. Retirement Savings Plan 


The Company sponsors a defined contribution 401(k) retirement plan (the “401(k) Plan’) covering all 
employees who meet certain age and service requirements. Employees may contribute a percentage of their 
eligible compensation into the 401(k) Plan, subject to certain limitations imposed by the Internal Revenue Code. 
Through December 31, 2018, the Company matched employees’ contributions at a rate of 100% of employees’ 
contributions up to the first 5.0% of the employees’ compensation contributed to the 401(k) Plan. The 
Company’s matching contributions were $5.2 million, $2.8 million and $2.4 million in 2018, 2017 and 2016, 
respectively. 


15. Stock-Based Compensation 


The Company has an Omnibus Incentive and Equity Plan (the “Plan”) under which officers, employees and 
directors may be granted equity-based awards, including restricted stock units (“RSUs”), performance stock units 
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(“PSUs”), stock options and unrestricted shares of common stock. At December 31, 2018, 297,407 shares of 
common stock remain available for issuance of the 2,400,000 shares that are authorized for issuance under the 


Plan. 


Stock-based compensation expense is summarized as follows: 


Years Ended December 31, 
2018 —s—«2017—s—(ts~*«i0G 
($ in thousands) 
Stock-based compensation expense ...............+.- $23,116 $20,288 $11,948 


Restricted Stock Units 


Each RSU entitles the holder to one share of common stock when the restriction expires. RSUs generally 
have a term of one to three years and may be time-vested or performance-contingent (PSUs). The fair value of 
each RSU is based on the closing market price of the Company’s common stock on the date of grant unless it 
contains a performance metric that is considered a market condition. RSUs that contain a market condition are 
valued using a simulation valuation model. Shares that are issued upon vesting are newly issued shares from the 
Plan and are not issued from treasury stock. 


RSU activity for the year ended December 31, 2018 is summarized as follows: 


Weighted 

Average 
Number Grant Date 
ofshere Bale Value 

Outstanding at December 31, 2017... 0.2... eee eee eee 483,021 $104.16 
GTANLER! tye gece cod 5, e acstntce dts, nests eraceese tech bi secieeraye aepaeemetaye cage, an 198,180 $131.16 
Porteited. ci.c0d3.65 34.02 ave Be dare Goa hb wae Ge hEb eee Rae eRee (19,814) $134.65 
pS ol 1 0 elena Po eee ene (109,149) $114.28 
Outstanding at December 31, 2018 ...... 0.0.0... eee eee eee 552,238 $111.49 


The grant-date intrinsic value of RSUs granted during the year ended December 31, 2018 was $26.0 million. 
The weighted-average grant-date fair value of RSUs granted during the years ended December 31, 2018, 2017 
and 2016 was $131.16, $108.32 and $80.33 per share, respectively. The total fair value of RSUs vested during 
the years ended December 31, 2018, 2017 and 2016 was $12.5 million, $11.3 million and $9.3 million, 
respectively. For the years ended December 31, 2018, 2017 and 2016, a total of 41,101, 32,716 and 37,488 
RSUs, respectively, were withheld through net share settlement by the Company to settle minimum employee tax 
withholding obligations. The Company paid $5.3 million, $3.5 million and $1.5 million for the years ended 
December 31, 2018, 2017 and 2016, respectively, in minimum employee tax withholding obligations related to 
RSUs withheld. These net share settlements had the effect of share repurchases by the Company as they reduced 
the number of shares that would have been otherwise issued as a result of the vesting. 


As of December 31, 2018 and 2017, unamortized stock-based compensation expense for outstanding RSUs 
was $32.2 million and $29.3 million with a weighted average remaining contractual life of 1.5 years and 1.6 
years, respectively. The Company did not capitalize any stock-based compensation expenses during the years 
ended December 31, 2018, 2017 and 2016. 


During the years ended December 31, 2018 and 2017, the Company granted 68,803 and 122,606 PSUs, 
which contain performance-based metrics in addition to a service condition. Compensation expense for these 
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PSUs is generally recognized over a three-year service period based upon the value determined using a 
combination of the intrinsic value method, for awards that contain a performance metric that represents a 
“performance condition” in accordance with ASC 718, and the Monte Carlo simulation valuation model, for 
awards under the performance metric that represents a “market condition” under ASC 718. Compensation 
expense for the awards that contain a market condition is fixed at the date of grant and will not be adjusted in 
future periods based upon the achievement of the market condition. Compensation expense for the awards with a 
performance condition is recorded each period based upon a probability assessment of the expected outcome of 
the performance metric with a final adjustment upon the final outcome. For the years ended December 31, 2018 
and 2017, total stock-based compensation expense included $8.2 million and $7.8 million respectively, for PSUs. 
As of December 31, 2018 and 2017, unamortized stock-based compensation expense related to PSUs was $11.4 
million and $10.9 million, respectively. 


Stock Options 


Stock option activity for the year ended December 31, 2018 is summarized as follows: 


Weighted 
Number Average 

of shares Exercise Price 
Outstanding at December 31, 2017 .......... 0.0.0.0 0c eee eee 109,808 $16.44 
Exercised 6. ¢eda Jct dees sewtbennd- 08 doe bees ak eae de (33,057) $24.74 
Outstanding at December 31, 2018 .......... 0.0.0.0... eee 76,751 $12.86 
Vested and exercisable at December 31, 2018 ................ 76,751 $12.86 


Stock options generally cliff vest after three years and have a contractual life of ten years. Stock options are 
granted with an exercise price equal to the fair market value of the shares at the date of grant. The weighted- 
average remaining contractual term for stock options outstanding at December 31, 2018 and December 31, 2017 
was 0.5 and 1.2 years, respectively. The weighted-average remaining contractual term for stock options vested 
and exercisable at December 31, 2018 was 0.5 years. At December 31, 2018, the aggregate intrinsic value of 
stock options outstanding and vested and exercisable was $5.1 million. There were no unvested stock options at 
December 31, 2018. The total intrinsic value of stock options exercised for the years ended December 31, 2018, 
2017 and 2016 was $3.0 million, $2.5 million and $1.3 million, respectively. Cash received from stock option 
exercises was $0.8 million, $0.1 million and $0.5 million for 2018, 2017 and 2016, respectively. 


Employee Stock Purchase Plan 


The Company offers an employee stock purchase plan that allows employees to purchase shares of common 
stock on the open market at market price through after-tax payroll deductions. The initial transaction fees are 
paid for by the Company and shares of common stock are purchased on a quarterly basis. The Company does not 
reserve shares for this plan or discount the purchase price of the shares. 
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16. Earnings (Loss) Per Share 


The computation of basic and diluted earnings (loss) per share is as follows: 


Years Ended December 31, 
2018 2017 2016 
($ in thousands, except per share amounts) 
Net Income (Loss) ........... 0.00000 cece eee eee eee $76,080 $39,939 $48,763 
Noncontrolling interests .... 20... 0... cee eee eee eee ee (551) (2,927) (261) 
Net Income (Loss) Attributable to Stockholders .......... 75,529 37,012 48,502 
Preferred stock dividends ........... 0.0.0 cece eee eee eee (8,337) (8,336) — 
Net Income (Loss) Attributable to Common 
Stockholders ........... 200.0000 ccc eee eee $67,192 $28,676 $48,502 
Shares (in thousands): 
Basic: Weighted-average number of shares outstanding ...... 7,174 7,013 7,648 
Plus: Incremental shares from assumed conversion of dilutive 
INSHUMENS «9.54.45 Vee ade deed see aod <a Sided aiees 1,353 234 174 
Diluted: Weighted-average number of shares outstanding .... 8,527 7,247 7,822 
Earnings (Loss) per Share—Basic ........... 00000 eee eee $ 937 $ 409 $ 6.34 
Earnings (Loss) per Share—Diluted..................0... $ 886 $ 3.96 $ 6.20 


The following table details the securities that have been excluded from the above computation of weighted- 
average number of shares for diluted EPS, because the effect would be anti-dilutive. 


Years Ended December 31, 
2018 2017 2016 
(In thousands) 
Restricted stock units and stock options .................... 12 — 8 
Preferred StOCk: 5 ...0.04 540 be elens ee hoe peed yaaa hans — 897 — 
Total anti-dilutive securities ..... 0.0... 0... eee 12 897 8 


17. Concentration of Credit Risk 


The concentration of credit risk with respect to advisory fees receivable is generally limited due to the short 
payment terms extended to clients by the Company. The following funds provided 10 percent or more of the total 
revenues of the Company: 


Years Ended December 31, 
2018 2017 2016 
($ in thousands) 
Virtus Vontobel Emerging Markets Opportunities Fund 
Investment management, administration and 
shareholder service fees ................0000. $52,548 $48,826 $49,085 
Percent of total revenues ..............0000 eee 10% 12% 15% 
Virtus Newfleet Multi-Sector Short Term Bond Fund 
Investment management, administration and 
shareholder service fees .................000. $54,257 $44,577 $43,579 
Percent of total revenues .............. 0000s 10% 11% 14% 
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18. Redeemable Noncontrolling Interests 


Redeemable noncontrolling interests for the year ended December 31, 2018 included the following amounts: 


Consolidated Affiliate 
Investment Noncontrolling 
Products Interests Total 

($ in thousands) 
Balance at December 31,2017 ............... $ 4,178 $ — $ 4,178 
Business acquisition .............. 00s eee eens — 55,500 55,500 
Net income (loss) attributable to noncontrolling 

INCETES(S i. Shes ob aed dh Soa hes (472) 987 515 
Net subscriptions (redemptions) (distributions) 

ANd OUMEL 5,5. ceruseck x so ddndes a Gobacot Sra ae wane (1,322) (1,390) (2,712) 
Balance at December 31, 2018 ............... $ 2,384 $55,097 $57,481 


19. Consolidation 


The consolidated financial statements include the accounts of the Company, its subsidiaries and investment 
products that are consolidated. Voting interest entities (“WOEs”’) are consolidated when the Company is 
considered to have a controlling financial interest, which is typically present when the Company owns a majority 
of the voting interest in an entity or otherwise has the power to govern the financial and operating policies of the 
entity. 


The Company evaluates any variable interest entities (“VIEs”) in which the Company has a variable interest 
for consolidation. A VIE is an entity in which either: (a) the equity investment at risk is not sufficient to permit 
the entity to finance its own activities without additional financial support; or (b) where as a group, the holders of 
the equity investment at risk do not possess: (i) the power through voting or similar rights to direct the activities 
that most significantly impact the entity’s economic performance, (ii) the obligation to absorb expected losses or 
the right to receive expected residual returns of the entity or (iii) proportionate voting and economic interests and 
where substantially all of the entity’s activities either involve or are conducted on behalf of an investor with 
disproportionately fewer voting rights. If an entity has any of these characteristics, it is considered a VIE and is 
required to be consolidated by its primary beneficiary. The primary beneficiary is the entity that has both the 
power to direct the activities that most significantly impact the VIE’s economic performance and has the 
obligation to absorb losses of, or the right to receive benefits from, the VIE that could potentially be significant 
to the VIE. 


In the normal course of its business, the Company sponsors various investment products, some of which are 
consolidated by the Company. Consolidated investment products include both VOEs, made up primarily of open- 
end funds in which the Company holds a controlling financial interest, and VIEs, which primarily consist of 
collateralized loan obligations (“CLOs”) of which the Company is considered the primary beneficiary. The 
consolidation and deconsolidation of these investment products have no impact on net income (loss) attributable 
to stockholders. The Company’s risk with respect to these investment products is limited to its beneficial 
interests in these products. The Company has no right to the benefits from, and does not bear the risks associated 
with, these investment products beyond the Company’s investments in, and fees generated from, these products. 
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The following table presents the balances of the consolidated investment products that, after intercompany 
eliminations, are reflected in the Consolidated Balance Sheets as of December 31, 2018 and 2017: 


As of December 31, 
2018 2017 
VIEs VIEs 
VOEs CLOs Other VOEs CLOs Other 

($ in thousands) 
Cash and cash equivalents ............ $ 1,029 $ 51,363 $ 559 $ 820 $ 82,823 $18,489 
InvestMents'»<22.¢-scrdwswe ahave ed aad oh 12,923 1,709,266 27,379 34,623 1,555,879 7,250 
Other asséts:: . 5 i450 bade paasaeucaweds 228 30,426 403 767 32,671 48 
Notes payable: ici wcd tive saddle eae as — (1,620,260) —_ — (1,457,435) — 
Securities purchased payable and other 

WaBilitiGS'..2 245 dads due ates atop eee ath (823) (69,737) (146) (1,319) (110,871) (764) 
Noncontrolling interests .............. (2,348) (13,958) (36) (4,178) (16,667) $ — 
The Company’s net interests in 

consolidated investment products ..... $11,009 $ 87,100 $28,159 $30,713 $ 86,400 $25,023 
Consolidated CLOs 


The majority of the Company’s consolidated investment products that are VIEs are CLOs. At December 31, 
2018, the Company consolidated five CLOs including one CLO currently in warehouse-stage. The financial 
information of certain CLOs is included in the Company’s consolidated financial statements on a one-month lag 
based upon the availability of financial information. Majority-owned consolidated private funds, whose primary 
purpose is to invest in CLOs for which the Company serves as the collateral manager, are also included. 


Investments of CLOs 


The CLOs’ investments of $1.7 billion at December 31, 2018 represent bank loan investments, which 
comprise the majority of the CLOs’ portfolio asset collateral and are senior secured corporate loans across a 
variety of industries. These bank loan investments mature at various dates between 2019 and 2026 and pay 
interest at LIBOR plus a spread of up to 8.75%. At December 31, 2018, the fair value of the bank loan 
investments exceeded the unpaid principal balance by approximately $49.7 million. At December 31, 2018, there 
were no material collateral assets in default. 


Notes Payable of CLOs 


The CLOs hold notes payable with a total value, at par, of $1.8 billion, consisting of senior secured floating 
rate notes payable with a par value of $1.4 billion, warehouse facility debt of $155.7 million and subordinated 
notes with a par value of $179.8 million. These note obligations bear interest at variable rates based on LIBOR 
plus a pre-defined spread ranging from 0.8% to 7.0%. The principal amounts outstanding of the note obligations 
issued by the CLOs mature on dates ranging from October 2027 to January 2029. The CLOs may elect to 
reinvest any prepayments received on bank loan investments between October 2019 and October 2021, 
depending on the CLO. Generally, subsequent prepayments received after the reinvestment period must be used 
to pay down the note obligations. 


The Company’s beneficial interests and maximum exposure to loss related to these consolidated CLOs is 
limited to: (i) ownership in the subordinated notes and (ii) accrued management fees. The secured notes of the 
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consolidated CLOs have contractual recourse only to the related assets of the CLO and are classified as financial 
liabilities. Although these beneficial interests are eliminated upon consolidation, the application of the 
measurement alternative prescribed by ASU 2014-13, results in the net assets of the consolidated CLOs shown 
above to be equivalent to the beneficial interests retained by the Company at December 31, 2018, as shown in the 
table below: 


($ in thousands) 

Subordinated notes ...... 0.0.0.0... ccc eee eee $86,011 
Accrued investment management fees ................... 1,089 
Total Beneficial Interests ........0.0 0.00.0. ccc eee eee $87,100 


The following table represents income and expenses of the consolidated CLOs included in the Company’s 
Consolidated Statements of Operations for the period indicated: 


Year Ended 
December 31, 2018 
($ in thousands) 
Income: 
Realized and unrealized gain (loss), net ........... $(16,202) 
INLEFESEANCOME®. 2 asieak ka Rs ca ew ated Ks osked 96,666 
Total Income .......... 20... 0. ccc eee eee $ 80,464 
Expenses: 
Other operating expenses ...................0.. $ 2,547 
Interest Expense ..co4 s-gG ees trend das ete ian 64,788 
Ota BXPense® s.ss0\sc.saesssedou aera een ok ae 67,335 
Noncontrolling interest ....... 0.0.0.0... 000000 (37) 
Net Income (loss) attributable to CIPs .......... $ 13,092 


As summarized in the table below, the application of the measurement alternative as prescribed by ASU 
2014-13 results in the consolidated net income summarized above to be equivalent to the Company’s own 
economic interests in the consolidated CLOs, which are eliminated upon consolidation: 


Year Ended 
December 31, 2018 
($ in thousands) 
Distributions received and unrealized gains (losses) 
on the subordinated notes held by the Company . . . $ 5,763 
Investment management fees ................04. 7,329 
Total Economic Interests ..................... $13,092 


F-43 


Virtus Investment Partners, Inc. 


Notes to Consolidated Financial Statements—(Continued) 


Fair Value Measurements of Consolidated Investment Products 


The assets and liabilities of the consolidated investment products measured at fair value on a recurring basis 
by fair value hierarchy level were as follows: 


As of December 31, 2018 


Level 1 Level 2 Level 3 Total 
($ in thousands) 
Assets 
Cash equivalents 2.0... 2.0.0... cee eee cee eee eee $ 51,363 $ — $ — $51,363 
Debt MVESEMENES ois 5.625 scac states ieee cc eee tee ere dw soe dows aed 5,306 1,724,714 6,848 1,736,868 
Equity investments ........... 0.0 cece eee eee eee nee 12,700 — — 12,700 
Total assets measured at fair value ............. $ 69,369 $1,724,714 $ 6,848 $1,800,931 
Liabilities 
Notes payable ....... 00... cece cece ene ee $ — $1,620,260 $ — — $1,620,260 
SHOP SAlES <6 4.4: aun. ted oro, suecsicie Ae a adele ae nee dome Nie oh 707 — — 707 
Total liabilities measured at fair value .......... $ 707 $1,620,260 $ — $1,620,967 
As of December 31, 2017 
Level 1 Level 2 Level 3 Total 
($ in thousands) 
Assets 
Cash equivalents ........... 0.0.0. e cece eee eee ee $ 82,769 $ — $ ~— §$- 82,769 
DEDE IMVESEMEMES: ics, eco3: 3.5. so Os Bee Scale doe ms bee BRINE — 1,527,845 33,887 1,561,732 
Equity investments ......... 0... eee eee eee 35,126 —_ 894 36,020 
Total assets measured at fair value ............. $117,895 $1,527,845 $34,781 $1,680,521 
Liabilities 
Notes payable .......... 0.000 cece cece eee eee ee $ — $1,457,435 $ — — $1,457,435 
PIGTEV ALVES * once date 56 etdeich sets a Aad eames Mtb eae dive seen dna es 2 _— — 2 
SHO Sales’ cjevcc5ci-acee ed dgiees gabe ae wy Rend an ed S ae 719 — — 719 
Total liabilities measured at fair value .......... $ 721 $1,457,435 $ — = $1,458,156 


The following is a discussion of the valuation methodologies used for the assets and liabilities of the 
Company’s consolidated investment products measured at fair value. 


Cash equivalents represent investments in money market funds. Cash investments in actively traded money 
market funds are valued using published net asset values and are classified as Level 1. 


Debt and equity investments represent the underlying debt, equity and other securities held in consolidated 
investment products. Equity investments are valued at the official closing price on the exchange on which the 
securities are traded and are generally categorized within Level 1. Level 2 investments represent most debt 
securities, including bank loans and certain equity securities (including non-US securities), for which closing 
prices are not readily available or are deemed to not reflect readily available market prices, and are valued using 
an independent pricing service. Debt investments are valued based on quotations received from independent 
pricing services or from dealers who make markets in such securities. Bank loan investments, which are included 
as debt investments are generally priced at the average mid-point of bid and ask quotations obtained from a third- 
party pricing service. Fair value may also be based upon valuations obtained from independent third-party 
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brokers or dealers utilizing matrix pricing models that consider information regarding securities with similar 
characteristics. In certain instances, fair value has been determined utilizing discounted cash flow analyses or 
single broker non-binding quotes. Depending on the nature of the inputs, these assets are classified as Level 1, 2 
or 3 within the fair value measurement hierarchy. Level 3 investments include debt securities that are not widely 
traded, are illiquid, or are priced by dealers based on pricing models used by market makers in the security. 


For the years ended 2018 and 2017, no securities held by consolidated investment products were transferred 
from Level 2 to Level | and no securities held by consolidated investment products were transferred from Level 
1 to Level 2. 


Notes payable represent notes issued by consolidated investments products that are CLOs and are measured 
using the measurement alternative in ASU 2014-13. Accordingly, the fair value of CLO liabilities was measured 
as the fair value of CLO assets less the sum of: (a) the fair value of the beneficial interests held by the Company 
and (b) the carrying value of any beneficial interests that represent compensation for services. The fair value of 
the beneficial interests held by the Company is based on third-party pricing information without adjustment. 


The securities purchase payable at December 31, 2018 and 2017 approximated fair value due to the short 
term nature of the instruments. 


The following table is a reconciliation of assets and liabilities of consolidated investment products for Level 
3 investments for which significant unobservable inputs were used to determine fair value. 


Year Ended December 31, 
2018 2017 

($ in thousands) 
Level 3 Securities (a) 
Balance at Balance at beginning of period ................... $ 34,781 $ 25 
Purchases! s.2:2 4 grsasck Se ed do 4 ee EES wR Ree eee ash 7,122 3,174 
SALES eta seeded pe rota 6 ae vee gris Sacer eran a cogs dpeseusuaes Sea 'a nace (13,895) (3,357) 
Paydowns!. <4.8bacicu cece esate tideii baci bond sitentes _— — 
TTIOPE ZAC OME 8 ode 5,2. o:B.oe. 07. 8 aw te ele Scag esos: Oak Barnet @ 19 9 
Change in unrealized gains (losses), net ........... 00.2000 1,993 434 
Realized @ains (lOSs); Net ss sed daa wee act eaidace wea gare saree ne 562 (49) 
Acquired in business combination .................0..0000. —_— 9,151 
Transfers:to: Level.2: se..0o3n ks ba sale ea hae eS Aw he SS (33,873) (35,258) 
Transfers from: bevel 2 cs d5.¢ sedis eee see ced oe es ees 10,139 60,652 
Balance at end of period .................... 000: eee eee $ 6,848 $ 34,781 


(a) The investments that are categorized as Level 3 were valued utilizing third-party pricing information 
without adjustment. All transfers are deemed to occur at the end of period. Transfers between Level 2 and 
Level 3 were due to a decrease in trading activities at period end. 


For the years ended December 31, 2018 and December 31, 2017, respectively, there were no securities held 
by consolidated investment products that transferred between Level | and Level 2. 


Nonconsolidated VIEs 


The Company serves as the collateral manager for other collateralized loan and collateralized bond 
obligations (collectively, “CDOs”) that are not consolidated. The assets and liabilities of these CDOs reside in 
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bankruptcy remote, special purpose entities in which the Company has no ownership, nor holds any notes issued 


by, the CDOs, and provides neither recourse nor guarantees. The Company has determined that the investment 


management fees it receives for serving as collateral manager for these CDOs did not represent a variable interest 
as: (1) the fees the Company earns are compensation for services provided and are commensurate with the level 
of effort required to provide the investment management services; (2) the Company does not hold other interests 
in the CDOs that individually, or in the aggregate, would absorb more than an insignificant amount of the CDO’s 
expected losses or receive more than an insignificant amount of the CDO’s expected residual return; and (3) the 
investment management arrangement only includes terms, conditions and amounts that are customarily present in 


arrangements for similar services negotiated at arm’s length. 


The Company has interests in certain other entities that are VIEs that the Company does not consolidate as it 
is not the primary beneficiary of those entities. The Company is not the primary beneficiary as its interest in these 


entities does not provide the Company with the power to direct the activities that most significantly impact the 


entities’ economic performance. At December 31, 2018, the carrying value and maximum risk of loss related to 


the Company’s interest in these VIEs was $16.4 million. 


20. Subsequent Events 
Dividends Declared 


On February 21, 2019, the Company declared a quarterly cash dividend of $0.55 per common share to be 
paid on May 15, 2019 to shareholders of record at the close of business on April 30, 2019. The Company also 
declared a quarterly cash dividend of $1.8125 per share on the Company’s 7.25% mandatory convertible 
preferred stock to be paid on May 1, 2019 to shareholders of record at the close of business on April 15, 2019. 


21. Selected Quarterly Data (Unaudited) 


($ in thousands, except per share data) 


REVENUES: 3-5 bs soe nd ecbdad Gade dendoete ds 
Operating Income (Loss) ................. 
Net Income (Loss) ............. 00000 cee 


Net Income (Loss) Attributable to Common 


StOCKhOIdELS: 2 ces dc seddetadecdwe hes 
Earnings (loss) per share—Basic .......... 
Earnings (loss) per share—Diluted ......... 


($ in thousands, except per share data) 


IREVOENUCS 43.2 = so5 Soe eeesacd. 5d depateln Sedciee ee hon ater 
Operating Income (Loss) ................. 
Net Income (Loss) ............00000 000 ee 


Net Income (Loss) Attributable to Common 


Stockholders .oc4 ic ce ease eee es 
Earnings (loss) per share—Basic .......... 
Earnings (loss) per share—Diluted ......... 


2018 


Fourth Third Second 
Quarter Quarter Quarter 


..+. $138,065 = $152,210 $132,932 
hen 29,228 33,946 27,308 
Ses 1,093 27,931 23,229 


shit 77 24,913 20,986 
.. $ 0.01 $ 347 $ 2.91 


wee = $6001 06 $ B39 $2.75 
2017 

Fourth Third Second 

Quarter Quarter Quarter 


sida sels $128,024 $123,675 $94,132 
iene 28,015 16,789 3,184 
sides lands 5,643 20,523 28 


spdshuaela 3,414 16,708 (2,389) 
a eens $ 048 $ 2.32 $ (0.34) 
dodteeuaahe $ 046 $ 2.21 $ (0.34) 
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22,617 
23,827 


21,216 


2.95 
2.77 
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$ 


$ 
$ 


79,776 
10,047 
13,745 


10,943 
1.67 
1.62 


Exhibit 31.1 
CERTIFICATION UNDER SECTION 302 


I, George R. Aylward, certify that: 
1. [have reviewed this annual report on Form 10-K of Virtus Investment Partners, Inc.; 


2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit 
to state a material fact necessary to make the statements made, in light of the circumstances under which 
such statements were made, not misleading with respect to the period covered by this report; 


3. Based on my knowledge, the financial statements, and other financial information included in this 
report, fairly present in all material respects the financial condition, results of operations and cash flows of 
the registrant as of, and for, the periods presented in this report; 


4. The registrant’s other certifying officer(s) and I are responsible for establishing and maintaining 
disclosure controls and procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal 
control over financial reporting (as defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) for the 
registrant and have: 


(a) Designed such disclosure controls and procedures, or caused such disclosure controls and 
procedures to be designed under our supervision, to ensure that material information relating to the 
registrant, including its consolidated subsidiaries, is made known to us by others within those entities, 
particularly during the period in which this report is being prepared; 


(b) Designed such internal control over financial reporting, or caused such internal control over 
financial reporting to be designed under our supervision, to provide reasonable assurance regarding the 
reliability of financial reporting and the preparation of financial statements for external purposes in 
accordance with generally accepted accounting principles; 


(c) Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in 
this report our conclusions about the effectiveness of the disclosure controls and procedures, as of the end of 
the period covered by this report based on such evaluation; and 


(d) Disclosed in this report any change in the registrant’s internal control over financial reporting that 
occurred during the registrant’s most recent fiscal quarter (the registrant’s fourth fiscal quarter in the case of 
an annual report) that has materially affected, or is reasonably likely to materially affect, the registrant’s 
internal control over financial reporting; and 


5. The registrant’s other certifying officer(s) and I have disclosed, based on our most recent evaluation 
of internal control over financial reporting, to the registrant’s auditors and the audit committee of the 
registrant’s board of directors (or persons performing the equivalent functions): 


(a) All significant deficiencies and material weaknesses in the design or operation of internal control 
over financial reporting which are reasonably likely to adversely affect the registrant’s ability to record, 
process, summarize and report financial information; and 


(b) Any fraud, whether or not material, that involves management or other employees who have a 
significant role in the registrant’s internal control over financial reporting. 


Date: February 27, 2019 


/s/_ GEORGE R. AYLWARD 


George R. Aylward 
President, Chief Executive Officer and Director 
(Principal Executive Officer) 
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CERTIFICATION UNDER SECTION 302 
I, Michael A. Angerthal, certify that: 
1. [have reviewed this annual report on Form 10-K of Virtus Investment Partners, Inc.; 


2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit 
to state a material fact necessary to make the statements made, in light of the circumstances under which 
such statements were made, not misleading with respect to the period covered by this report; 


3. Based on my knowledge, the financial statements, and other financial information included in this 
report, fairly present in all material respects the financial condition, results of operations and cash flows of 
the registrant as of, and for, the periods presented in this report; 


4. The registrant’s other certifying officer(s) and I are responsible for establishing and maintaining 
disclosure controls and procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal 
control over financial reporting (as defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) for the 
registrant and have: 


(a) Designed such disclosure controls and procedures, or caused such disclosure controls and 
procedures to be designed under our supervision, to ensure that material information relating to the 
registrant, including its consolidated subsidiaries, is made known to us by others within those entities, 
particularly during the period in which this report is being prepared; 


(b) Designed such internal control over financial reporting, or caused such internal control over 
financial reporting to be designed under our supervision, to provide reasonable assurance regarding the 
reliability of financial reporting and the preparation of financial statements for external purposes in 
accordance with generally accepted accounting principles; 


(c) Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in 
this report our conclusions about the effectiveness of the disclosure controls and procedures, as of the end of 
the period covered by this report based on such evaluation; and 


(d) Disclosed in this report any change in the registrant’s internal control over financial reporting that 
occurred during the registrant’s most recent fiscal quarter (the registrant’s fourth fiscal quarter in the case of 
an annual report) that has materially affected, or is reasonably likely to materially affect, the registrant’s 
internal control over financial reporting; and 


5. The registrant’s other certifying officer(s) and I have disclosed, based on our most recent evaluation 
of internal control over financial reporting, to the registrant’s auditors and the audit committee of the 
registrant’s board of directors (or persons performing the equivalent functions): 


(a) All significant deficiencies and material weaknesses in the design or operation of internal control 
over financial reporting which are reasonably likely to adversely affect the registrant’s ability to record, 
process, summarize and report financial information; and 


(b) Any fraud, whether or not material, that involves management or other employees who have a 
significant role in the registrant’s internal control over financial reporting. 


Date: February 27, 2019 


/S/_ MICHAEL A. ANGERTHAL 


Michael A. Angerthal 
Executive Vice President, Chief Financial Officer 
(Principal Financial Officer and Principal Accounting Officer) 


Exhibit 32.1 


CERTIFICATIONS OF CEO AND CFO PURSUANT TO 18 U.S.C. SECTION 1350, 
AS ADOPTED PURSUANT TO 
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002 


In connection with this Annual Report on Form 10-K of Virtus Investment Partners, Inc. (the “Company”’) 
for the fiscal year ended December 31, 2018, as filed with the Securities and Exchange Commission on the date 
hereof (the “Report’”’), each of the undersigned officers of the Company hereby certifies, pursuant to 18 U.S.C. 
Section 1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002, that to the best of his 
knowledge: 


(1) the Report fully complies with the requirements of Section 13(a) or 15(d) of the Securities Exchange 
Act of 1934; and 


(2) the information contained in the Report fairly presents, in all material respects, the financial condition 
and results of operations of the Company. 


Dated: February 27, 2019 


/s/_ GEORGE R. AYLWARD 


George R. Aylward 
President, Chief Executive Officer and Director 
(Principal Executive Officer) 


/s/_ MICHAEL A. ANGERTHAL 
Michael A. Angerthal 
Executive Vice President, Chief Financial Officer 
(Principal Financial Officer and 
Principal Accounting Officer) 


Non-GAAP Information and Reconciliations 
(Dollars in thousands except per share data) 


The following are reconciliations and related notes of the most comparable U.S. GAAP measure to each 
non-GAAP measure. 


The non-GAAP financial measures included in this annual report differ from financial measures determined in 
accordance with U.S. GAAP as a result of the reclassification of certain income statement items, as well as the 
exclusion of certain expenses and other items that are not reflective of the earnings generated from providing 
investment management and related services. Non-GAAP financial measures have material limitations and 
should not be viewed in isolation or as a substitute for U.S. GAAP measures. 


Reconciliation of Total Revenues, GAAP to Total Revenues, as Adjusted: 


Twelve Months Ended 

12/31/2018 12/31/2017 + % Change 
Total: revenues, GAAP © 2 ci i.0 otek ott eck, aude ohne Reba hed eek oes $552,235 $425,607 30% 
Distribution and other asset-based expenses (1) ......... 0.00.0 cee eee eee (92,441) (71,987) 28% 
Consolidated investment products revenues (2) .... 0.0.0... e ee eee eee 6,296 3,324 89% 
Total revenues, as adjusted ....... 0.0... $466,090 $356,944 31% 


Reconciliation of Total Operating Expenses, GAAP to Operating Expenses, as Adjusted: 


a welve Months Ende. 

See Se, eae 
Total operating expenses, GAAP ........... 000s $439,136 $367,572 19% 
Distribution and other asset-based expenses (1) ........... 00.2 c eee eee eee (92,441) (71,987) 28% 
Consolidated investment products expenses (2) ......... 00 0c ce eee eee eee (3,515) (8,531) (59%) 
Amortization of intangible assets (3) ......... 0.0. c cece eee eee (25,142) (12,173) 107% 
Restructuring and severance (4) .... 0... cece ect e eee nene ee (366) (392) (7%) 
Acquisition and integration expenses (5) .. 0.0... .. eee eee eee (11,037) (26,254) (58%) 
Other(6): 6.364 dudes dues bak mt sndate Seas LESSONS os READS (679) (1,705) (60%) 
Total operating expenses, as adjusted ...... 0... 0... cece eee eee eee $305,956 $246,530 24% 
Reconciliation of Operating Income, GAAP to Operating Income, as Adjusted: 

Twelve Months Ended 

12/31/2018 12/31/2017 + % Change 
Operating income, GAAP ...... 22.0... ete eens $113,099 $ 58,035 95% 
Consolidated investment products operating income (2) ...............-4- 9,811 11,855 (17%) 
Amortization of intangible assets (3) 2.0... 0... eee ee eee 25,142 12,173 107% 
Restructuring and severance (4) ..... 0... cece eee eee eee 366 392 (7%) 
Acquisition and integration expenses, net of tax (5) ............0000-0 ee 11,037 26,254 (58%) 
OTE (6) nisi eee egrichd he ny Sew ddie-e bd ee aoe Ree et eee 679 1,705 (60%) 
Operating income, as adjusted ..... 0.2... 0 cece eee eee eens $160,134 $110,414 45% 
Operating margin, GAAP’ 335 oc36a6ik be vitdes pau enes weed bis be dary 20.5% 13.6% 
Operating margin, as adjusted ........ 0.0... cee eee eee eee 34.4% 30.9% 


Reconciliation of Net Income Attributable to Common Stockholders, GAAP to Net Income Attributable to 


Common Stockholders, as Adjusted: 


Twelve Months Ended 

12/31/2018 12/31/2017 % Change 
Net income attributable to common stockholders, GAAP ................. $ 67,192 $ 28,676 134% 
Amortization of intangible assets, net of tax (3)... 2.0.0... eee eee eee 16,698 TAT71 124% 
Restructuring and severance, net of tax (4)... 2.0... 0 eee eee eee 264 242 9% 
Seed capital and CLO investments, net of tax (5)... 0.0.00... eee eee 1,943 (13,165) (115%) 
Acquisition and integration expenses, net of tax (5)..............0.00000- 8,443 17,629 (52%) 
Other, net of tax (6) 2... cc eee n eee n teens 8,748 22,528 (61%) 
Net income attributable to common stockholders, as adjusted .............. $103,288 $ 63,381 63% 
Weighted Average Shares Outstanding — Diluted ....................0.. 8,527 7,247 
Weighted Average Shares Outstanding — Diluted, as adjusted’ ............. 8,527 8,144 
Earnings Per Share — Diluted, GAAP ........ 0.0... eee eee $ 886 $ 3.96 
Earnings Per Share — Diluted, as adjusted .......... 0.0.0... cece eee eee $ 12.11 $ 7.78 


A Reflects dilutive impact to shares in all periods; differs from GAAP basis in periods of a GAAP earnings loss, if any 


Notes to Reconciliations: 


i 


Distribution and other asset-based expenses — Primarily payments to distribution partners for providing 
services to investors in our sponsored funds and payments to third-party service providers for 
investment management-related services. Management believes that making this adjustment aids in 
comparing the company’s operating results with other asset management firms that do not utilize 
intermediary distribution partners or third-party service providers. 


Consolidated investment products — Revenues and expenses generated by operating activities of mutual 
funds and collateralized loan obligations (“CLOs’”’) that are consolidated in the financial statements. 
Management believes that excluding these operating activities to reflect net revenues and expenses of 
the company prior to the consolidation of these products is consistent with the approach of reflecting its 
operating results from managing third-party client assets. 


Amortization of intangible assets — Non-cash amortization expense or impairment expense, if any, 
attributable to acquisition-related intangible assets, including any portion that is allocated to 
noncontrolling interests. Management believes that making this adjustment aids in comparing the 
company’s operating results with other asset management firms that have not engaged in acquisitions. 


Restructuring and severance — Certain expenses associated with restructuring the business, including 
lease abandonment-related expenses and severance costs associated with staff reductions, that are not 
reflective of the ongoing earnings generation of the business. Management believes that making this 
adjustment aids in comparing the company’s operating results with prior periods. 


Acquisition and integration expenses — Expenses that are directly related to acquisition and integration 
activities. Acquisition expenses include transaction closing costs, certain professional fees, and 
financing fees. Integration expenses include costs incurred that are directly attributable to combining 
businesses, including compensation, restructuring and severance charges, professional fees, consulting 
fees, and other expenses. Management believes that making these adjustments aids in comparing the 
company’s operating results with other asset management firms that have not engaged in acquisitions. 
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Components of Acquisition and Integration Expenses for the respective periods are shown below: 


Twelve Months Ended 
12/31/2018 12/31/2017 


Acquisition and Integration Expenses 


Employment expenses ......... 0.0.0 e cee eee eee eee eee ene $ 6,267 $ 6,343 
Restructuring and severance ............ 0. cece eee eee eens (279) 10,188 
Other‘operating expenses. occ csos bedesidyscadeent od watedas 5,049 9,723 
Total Acquisition and Integration Operating Expenses ........ $11,037 $26,254 
INfEreSt EXPENSE 6.6 sissce araopi hur eanay sheen Graig! s Sepa a he aque ’e slacawiehdad 660 2,286 
Total Acquisition and Integration Expenses ................. $11,697 $28,540 


Other — Certain expenses that are not reflective of the ongoing earnings generation of the business. In 
addition, it includes income tax expense (benefit) items, such as adjustments for uncertain tax 
positions, changes in tax law, valuation allowances and other unusual or infrequent items not related to 
current operating results to reflect a normalized effective rate. Preferred dividends are adjusted as the 
shares are mandatorily convertible into common shares at the end of three years and the non-GAAP 
weighted average shares are adjusted to reflect the conversion. Management believes that making these 
adjustments aids in comparing the company’s operating results with prior periods. 


Components of Other for the respective periods are shown below: 


Twelve Months Ended 
12/31/2018 12/31/2017 
Other 
Occupancy related expenses ........ 0.0.0 e eee eee eee ee eee $ 677 $ — 
Tax impact of occupancy related expenses ................ (186) —_— 
System transition expenses ......... 0.0... cece eee eee 2 1,705 
Tax impact of system transition expenses ................. — (655) 
Tax impact of Tax Cuts and Jobs Act ...............0000. — 13,059 
Other discrete tax adjustments ............... 00000 e eee (82) 83 
Preferred stockholder dividends ............ 0.00000 cece 8,337 8,336 
Motal Omer 5.x.09-i05-2980 4 Sea ek Re Rw ees $8,748 $22,528 


Seed capital and CLO investments earnings (loss) — Gains and losses (realized and unrealized), 
dividends and interest income generated by seed capital and CLO investments. Gains and losses 
(realized and unrealized) generated by investments in seed capital and CLO investments can vary 
significantly from period to period and do not reflect the company’s operating results from providing 
investment management and related services. Management believes that making this adjustment aids in 
comparing the company’s operating results with prior periods and with other asset management firms 
that do not have meaningful seed capital and CLO investments. 


Definitions: 


Revenues, as adjusted, comprise the fee revenues paid by clients for investment management and related 
services. Revenues, as adjusted, for purposes of calculating net income attributable to common stockholders, as 
adjusted, differ from U.S. GAAP revenues in that they are reduced by distribution and other asset-based expenses 
that are generally passed through to external parties, and exclude the impact of consolidated investment products. 


Operating expenses, as adjusted, is calculated to reflect expenses from ongoing continuing operations. Operating 
expenses, as adjusted, for purposes of calculating net income attributable to common stockholders, as adjusted, 
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differ from U.S. GAAP expenses in that they exclude amortization or impairment, if any, of intangible assets, 
restructuring and severance, the impact of consolidated investment products, acquisition and integration-related 
expenses and certain other expenses that do not reflect the ongoing earnings generation of the business. 


Operating margin, as adjusted, is a metric used to evaluate efficiency represented by operating income, as 
adjusted, divided by revenues, as adjusted. 


Earnings (loss) per share, as adjusted, represent net income (loss) attributable to common stockholders, as 
adjusted, divided by weighted average shares outstanding, as adjusted, on either a basic or diluted basis. 
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Additional Information Regarding Investment Performance Ratings 


Additional information on Virtus Funds rated by Morningstar for the period ending December 31, 2018: 


Description Overall 3 yr. 5 yr. 10 yr. 
Number of 3/4/5 Star Funds 46 44 45 33 
Percentage of Assets 94% 74% 96% 92% 
Number of 4/5 Star Funds 28 28 24 19 
Percentage of Assets 80% 61% 78% 62% 
Total Funds 59 59 56 46 


Data quoted represents past performance. Past performance does not guarantee future results. Current 
performance may be lower or higher than the performance data quoted. Investing involves risk, including the 
possible loss of principal. The value of your investment will fluctuate over time and you may gain or lose money. 


Morningstar Ratings: 


The Morningstar Rating™ for funds, or “star rating,” is calculated for managed products (including mutual funds, 
variable annuity and variable life subaccounts, exchange-traded funds, closed-end funds, and separate accounts) 
with at least a three-year history. Exchange-traded funds and open-ended mutual funds are considered a single 
population for comparative purposes. It is calculated based on a Morningstar Risk-Adjusted Return measure that 
accounts for variation in a managed product’s monthly excess performance, placing more emphasis on downward 
variations and rewarding consistent performance. The top 10% of products in each product category receive 5 
stars, the next 22.5% receive 4 stars, the next 35% receive 3 stars, the next 22.5% receive 2 stars, and the bottom 
10% receive | star. The Overall Morningstar Rating for a managed product is derived from a weighted average of 
the performance figures associated with its three-, five-, and 10-year (if applicable) Morningstar Rating metrics. 
The weights are: 100% three-year rating for 36-59 months of total returns, 60% five-year rating/40% three-year 
rating for 60-119 months of total returns, and 50% 10-year rating/30% five-year rating/20% three-year rating for 
120 or more months of total returns. While the 10-year overall star rating formula seems to give the most weight 
to the 10-year period, the most recent three-year period actually has the greatest impact because it is included in 
all three rating periods. Ratings do not take into account the effects of sales charges and loads. 


© 2018 Morningstar, Inc. All rights reserved. The information contained herein: (1) is proprietary to Morningstar 
and/or its content providers; (2) may not be copied or distributed; and (3) is not warranted to be accurate, 
complete, or timely. Neither Morningstar nor its content providers are responsible for any damages or losses 
arising from any use of this information. Past performance is no guarantee of future results. 


Strong ratings are not indicative of positive fund performance. Absolute performance for some funds was 
negative. For complete investment performance, please visit www.virtus.com. 


Please carefully consider a Fund’s investment objectives, risks, charges, and expenses before investing. For 
this and other information about the Virtus Mutual Funds, call 1-800-243-4361 or visit www. Virtus.com 
for a prospectus. Read it carefully before you invest or send money. 


Virtus Mutual Funds are distributed by VP Distributors, LLC, member FINRA and subsidiary of Virtus 
Investment Partners, Inc. 


Companies in the Peer Group Composite: 


Affiliated Managers Group, Inc., AllianceBernstein Holding L.P., Artisan Partners Asset Management Inc., 
Cohen & Steers, Inc., Eaton Vance Corp., Federated Investors, Inc., Franklin Resources, Inc., GAMCO Investors, 
Inc., Invesco Ltd., Legg Mason, Inc., Manning & Napier, Inc., T. Rowe Price Group, Inc., and Waddell & Reed 
Financial, Inc. 
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AFFILIATED COMPANIES 


Ceredex Value Advisors LLC 
Orlando, Florida 
ceredexvalue.com 


Duff & Phelps Investment Management Co. 
Chicago, Illinois 
dpimc.com 


Kayne Anderson Rudnick Investment Management, LLC 
Los Angeles, California 
kayne.com 


Newfleet Asset Management, LLC 
Hartford, Connecticut 
newfleet.com 


Rampart Investment Management Co., LLC 
New York, New York 
rampart-im.com 


Seix Investment Advisors LLC 
Park Ridge, New Jersey 
seixadvisors.com 


Silvant Capital Management LLC 
Atlanta, Georgia 
silvantcapital.com 


Sustainable Growth Advisers LP 
Stamford, Connecticut 
sgadvisers.com 


Virtus ETF Advisers LLC 
New York, New York 
virtusetfs.com 


SHAREHOLDER INFORMATION 
Security Listing 


The common stock of Virtus Investment Partners, Inc. 
is traded on the Nasdaq Global Market under the 
symbol “VRTS.” 


Transfer Agent and Registrar 
For information or assistance regarding your account, 
please contact our transfer agent and registrar: 


Virtus Investment Partners 

c/o Broadridge Corporate Issuer Solutions, Inc. 
P.O. Box 1342 

Brentwood NY 11717 


866-205-7273 
413-775-6091 


Toll-free (within U.S.): 
Foreign Shareowners: 


Web Site: https://shareholder.broadridge.com/VRTS 


E-mail: virtus.investment.partners@virtus.com 


Annual Meeting of Shareholders 


All shareholders are invited to attend the annual 
meeting of Virtus Investment Partners on Wednesday, 
May 15, 2019, at 10:30 a.m. EDT at the company’s 
offices, One Financial Plaza, 19th Floor, Hartford, 
Connecticut. 


For More Information 


To receive additional information about Virtus 
Investment Partners and access to other shareholder 
services, visit Investor Relations in the “About Us” 
section of our Web site at www.virtus.com, or contact 
us at: 


Virtus Investment Partners, Inc. 
Investor Relations 

One Financial Plaza 

Hartford, CT 06103 

Telephone: 800-248-7971 (Option 2) 
Fax: 413-774-1714 

e-mail: investor.relations@virtus.com 


For more information on Virtus Mutual Funds or other 
products, call your financial representative or visit us 
at www.virtus.com. 


Photography by Libby Greene/Nasdaq, Inc. 
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